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MESSAGE TO STAKEHOLDERS

Building Our Business, Growing in Our
Communities ... Alderwoods Is a Part of Life

Alderwoods Group plays an important part in the life of every
community in which we operate and in the lives of the families
- we are privileged to serve. With approximately 8,500 employees
and 790 funeral homes, cemeteries and combination locations,
our people and locations are a strong and familiar presence in

towns and cities throughout North America.

Our success is determined by the support we provide to
families in their time of need and by the respect and recognition

of our heritage locations within their communities.

In 2004, we performed approximately 117,500 funeral services,
conducted 46,270 interments and received outstanding
teedback from our surveys with families on the quality of our
service — a great tribute to the commitment shown by

our funeral, cemetery and support staff.

We also reached out to our communities by organizing
food drives, honoring veterans and hosting special events

throughout the year.

Our ability to deliver on our commitment to customer care
and community involvement is due in large measure to
the financial and operational stability we have worked so

hard to achieve.

At the start of 2004, we set out several objectives that are

essential to the future of our company.

First, we had to secure the future financial security of
Alderwoods by strengthening our balance sheet — reducing

debt and lowering interest expense.

Second, we needed to focus on Alderwoods’ long-term assets

and further develop high-potential markets and locations.

And third, we had to continue to further invest in the training
and development of our people, providing them with the tools
to continue to improve our day-to-day operations and create

opportunities for long-term growth.

We are pleased to report significant progress on each of these
goals in 2004.

A STRONGER BALANCE SHEET

Over the past three years, strengthening our balance sheet
has been a high priority. During 2004, we continued to take
several steps toward this objective, paying down debt of
$167.3 million and closing the year with long-term debt
of $463.6 million. In August 2004, we refinanced substantially
all of our long-term debt. We repurchased $316.2 million of
the outstanding Alderwoods 12.25% Senior Notes due 2009.
We financed the repurchase by issuing $200 million of 7.75%
Senior Unsecured Notes due 2012 and additional borrowings
under an amended Term Loan, due in 2009, with more

favorable interest rates.

There were costs associated with the refinancing, but by
significantly reducing interest expense going forward, the
business will have more financial flexibility. As a result, in
2005, we will be able to apply our interest savings to

generating value for our company and for our stakeholders.

STRATEGIC MARKET DEVELOPMENT

During the year, we divested a number of non-strategic
assets, and increased our focus on key markets and
locations with long-term potential. We sold 52 funeral
homes, 67 cemeteries, and one combination location and
applied most of the $32.4 million resulting from these sales

towards debt reduction.

- Alderwoods Group, Inc. 1



MESSAGE TO STAKEHOLDERS

We also completed the sale of Security Plan Life Insurance,
a non-strategic subsidiary, for $85 million. After payment of
applicable taxes and expenses, we used $65 million of the

proceeds to reduce long-term debt.

We are committed to developing properties in strategic
markets with a focus on combination locations and funeral
homes. To this end, we opened one new combination unit
and redeveloped a combination location to better serve our
communities. Our program of developing new properties will

ramp up in 2005 and beyond.

FOCUSED ON LONG-TERM GROWTH

Throughout 2004, Alderwoods Group benefited from
initiatives designed to improve the company’s operating
performance and drive future growth, while at the same time

maintaining rigorous expense controls.

Weaker call volume was noted by many in the industry in
2004. However, an increase in our average revenue per
funeral call, to $4,024 in 2004 from $3,939 in 2003, partially
offset the lower total number of funeral services performed
this year. We believe our year-over-year decline in funeral
services can be partly artributed to broad national factors that
include the cyclical nature of the death rate. In 2005, we will
increase our efforts to build market share through funeral

call growth at each of our locations.

To accomplish this, we need to invest more in our service to
our families, contributions to our communities and the
leadership skills of cur employees. Outstanding service and
community leadership will encourage families to turn to our

funeral homes in their time of need.

It is also important to focus on our growing advance planning
business to build a profitable pre-arrangement backlog. In
2004, we achieved an increase of 8.9% in the number of the

funeral pre-need contracts written, and 4.7% in the number

2 Alderwoods Group, Inc.

of cemetery pre-need contracts written. In 2005, we are
taking the next step of integrating our pre-need funeral
business and pre-need insurance operations, and we expect
the number of funeral calls generated from our pre-arranged

backlog to grow over time.

INVESTING IN OUR PEOPLE

Throughout the year, we applied capital towards initiatives
that will help us serve our families. The Alderwoods Room,
launched in 2003, is a comfortable funeral service arrangement
room we have been rolling out across our operations, and is
an example of our investment dollars generating increased
satisfaction among our families and our employees. We also
continued to expand and renovate funeral homes in many
communities across our network. In 2005, we will further
invest in our properties in order to drive long-term growth

for the company.

This year, we plan to increase our investment in marketing
Initiatives and community programs aimed at building our
presence and reputation in the communities that we serve.
We have realigned our field organization to better identify the
training and tools our employees need to successfully grow
the business. We are committed to investing in our people’s
development by providing the support they require to
provide superior service and build at-need market share.
Through our training programs, we will also encourage a

culture of community involvement across our operations.

ad

Our Board of Directors, which consists of a majority
of independent Directors, continues to lend depth and
experience in reviewing our business strategy and providing
strong corporate governance. We appreciate their dedication

and support.




"Alderwoods welcomes the opportumty for positive change ahead.
j(- We are gu1ded by the strength of our values, by our dedication to
| transparent governance, and by our commitment to support our
- employees as they provide the best possible support and service
foreachfamﬂywhoturnsto us in their time of need.”

«\

“Pal Housion

John lacey

" Prasidlent and Chief Executive Officer Chairman of the Board
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Evolving Traditions

Alderwoods listens closely to the more than 150,000 families
that we serve each year so that we can deliver the best possible
service. Planning a funeral is among the most important and
most difficult responsibilities that a family will face as a part
of life. Making arrangements for an appropriate farewell is
often complicated by the need to make decisions quickly. The
emotional realities compound the situation. At Alderwoods,
our goal is to help families through this difficult time by truly

being attentive to their wishes.

The Alderwoods Room is a concept launched in response to
* feedback we received from families. Families” expectations
have evolved over the years. While they continue to expect
a funeral service provider to offer assistance and guidance,
families are also looking for a provider that presents a wide

variety of arrangement options in a comfortable setting.

INVESTING IN SERVICE

“We find that families like the Alderwoods Room because it has so many more options
available for them. There is a section with mementos and a section with stationery showing
different kinds of registry books. There is more opportunity for personalization. It has been a

real plus for our facilities.”
P

Edward larson, Market Growth Manager and Funeral Director, Central Tennesee

UR FAMILIES
Vi

The Alderwoods Room tastefully showcases the options
available - including floral arrangements, catering menus
and personalized urns and caskets — to create a unique

funeral service.

We are investing in the Alderwoods Room to respond
to the evolving needs of the families we serve. We have
implemented it in 234 of our locations with plans to invest
in an additional 110 rooms in 2005. The Alderwoods Room
is helping to differentiate our funeral homes in the market

and enhance our service to families.

Whether we are building a new funeral home in a community, expanding an existing location, redecorating a
facility or implementing another Alderwoods Room, our ongoing investment in properties across the Alderwoods

Group network, with more than $35 million spent in 2004, reflects our commitment to serving communities

throughout North America. We are committed to creating as positive an experience for families as possible.

Inset photo: Alderwoods Room

Alderwoods Group, Inc. 5
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Building Relationships

At Alderwoods Group, building relationships with families,
community leaders and local institutions is our priority. By
fostering relationships, our people can become a more vital
and influential part of their communities. Their involvement
helps us tailor our services to compassionately meet the
unique needs of each community we serve. We strive to
give back to our communities through events, sponsorships

and fundraising.

Whether we are celebrating holidays such as Memorial Day,
Mothers’ Day, Fathers’ Day, or Veterans Day, supporting
the community with needed food and clothing drives,
bike safety checks and flu vaccinations, or providing a

meeting place in one of our funeral home’s Community

OUR-COMMUNITIES

Rooms, we are helping to bring our neighbors closer
together. Alderwoods’ funeral homes and cemeteries have
long histories in towns and cities across North America, and

our people have become local leaders in their own right.

With approximately 8,500 employees in 790 locations spread
across the USA, Canada and Puerto Rico, we have the
numbers to make a difference. Our industry leadership will
be driven by the creativity and energy our people bring
to their neighborhoods. Through building and maintaining
an active and trusted presence in our communities,
Alderwoods can become a differentiated funeral and cemetery

services provider.

third-grade class at Three Ocks Elementary School decided to help us collect sweaters for the
local AMVETS organization. They collected 683 sweaters — the sweaters overflowed our chapel!
Next year, we plan to work with Three Oaks Elementary to expand the Sweaters for Vets
program across the entire school district.”

Cindy Dost, Manager, Windridge Funeral Home, Cary, lllinois

The Sweaters for Veterans campaign took place throughout the broader Chicage area in the two weeks leading
up fo Veterans Day. More than 20 local Alderwoods Group funeral homes and cemeteries were transformed into
busy drop-off centers for new or gently used sweaters. Nearly 10,000 sweaters were collected from local citizens,
schools and corporate partners that joined in to support this well-received Alderwoods campaign. The sweaters
were cleaned, folded and donated to area Veterans Administration hospitals and Veterans homes.

Inset photo: Sweaters for Veterans Campaign Participants in Greater Chicago, lllinois

6 Alderwoods Group, Inc.
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‘A Helping Hand’,

Robert Amato,

iManager and Funeral Director,
oseph G. Duffy Funeral Home,
Brooklyn, New York
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Exceeding Expectations

At Alderwoods Group, every employee — from funeral directors
to groundskeepers, from salespeople to administrators —
contributes to our customer-focused, service-driven culture.
Families come to us based on what they know about
our people and the service we provide. And it is through
our people that Alderwoods Group will build long-term

market share.

That’s why we will be implementing additional employee
learning and development programs in 2005 — to help our
people build work-related skills and heighten their leadership
in their communities. It is also one of the reasons we realigned
our field organization at the start of 2005 — to give managers
more time to coach and support their teams and help our

location managers spend more time in their communities.

OUR PEOPLE, OUR STRENGTH, OUR DIFFERENCE

“Training sessions allow for the development of employees, are a venue to share best practices,
and will impact the families we serve by helping provide a meaningful funeral experience
that celebrates the life of their loved one. Through learning and development programs, our
people will set standards of excellence throughout the organization and foster the careers of
those employees that wish to advance within our company.”

Katie Leahy, Director of Operations, Northeast USA and Canada

PEOPLE

As a leading operator of funeral homes and cemeteries in
North America, Alderwoods Group has the size and financial
strength to invest in our operations and our employees and to
make a real difference in our communities. This sets us apart

in an industry populated largely by independent operators.

Each time one of our employees helps a family commemorate
a loved one, we have an opportunity to enhance our reputation
as a compassionate and trusted service provider and differentiate
our service offerings. Similarly, when our people organize
community events or work with community leaders, we build

greater awareness of our locations.

Every day, our people demonstrate their commitment to
our guiding values of integrity, teamwork, communication,
compassion and creativity. By embracing these principles, our
people will continue to have a direct, positive impact on the

way we deliver operational results at Alderwoods Group.

Through hands-on training workshops, our people learn new techniques that can be practically applied to
enhance the performance of their markets and help our company achieve its business objectives. Our trainers
have working experience in the field and are located in the field geography they support. Our “Train the Trainer”

programs provide managers with the tools they need to, in turn, train employees at funeral homes and cemeteries

throughout Alderwoods Group.

Inset photo: Dean White, Regional General Manager, Indiana, Ohio and Minnesota; John Carge, Market Growth Manager, Northeast Ohio; Saida Vuk, Director, learning and Development

Alderwoods Group, Inc. g



Financial Highlights

STATEMENTS OF OPERATIONS (inthousands of US$, except per share amounts)

52 weeks ended
January 1, 2005

53 weeks ended
January 3, 2004

Funeral revenue $ 472,935 $ 491,612 i Increase in average revenue
Cemetery revenue 163,731 167,542 z;;;u r:\:zrsfi:’;lezziﬁjes
Insurance revenue 80,124 61,127 - performed
Total revenue 716,790 720,281 ' Swonger selling of funeral
Funeral gross margin 96,289 113,417 - i‘:z'::j:;l?j:;trwgh
Cemetery gross margin 23,812 28,775 Decreosedrevenue
Insurance gross margin 4,709 1,752 : partially offset by good
Total gross margin 124,810 143,944 | ZFemse onel
General and administrative expenses 51,218 56,281
Provision for asset impairment 1,922 4,395
Income from operations 71,670 83,268
Interest on long-term debt 78,079 76,453 - Incremental $26.5 million
Other expense (income), net (1,163) 4,056 gig:,ﬁggﬁng costs in
Income (loss) before taxes (5,246) 2,759
Income taxes (1,453) (6,485)
Net income (loss) from continuing operations (3,793) 9,244
Income from discontinued operations

(net of income taxes) 13,142 1,563
Net income $ 9,349 $ 10,807
Basic and diluted earnings per Common Share $ 0.23 $ 0.27

STATEMENTS OF CASH FLOWS (in thousands of USS)

52 weeks ended
January 1, 2005

53 weeks ended
Janvary 3, 2004

Cash flow from continuing operating activities $ 103,727 $ 137,297 -
Proceeds on disposition of business assets 20,917 11,409
Purchase of property and equipment (37,183) (25,186)
Net change of insurance invested assets (51,583) (39,630)
Repayment of long-term debt, net of increases (192,508) (128,385) -
Net cash flow from discontinued operations 124,397 39,995
Decrease in cash and cash equivalents (32,233) (4,500)
Cash and cash equivalents, beginning of year 41,612 46,112
Cash and cash equivalents, end of year $ 9,379 $ 41,612

10 Alderwoods Group, Inc.

Generated strong cash
flow from operations
and management of
working capital

Centinued to repay
substantial debt




BALANCE SHEETS (inthousands of US$)

As at
January 1, 2005

As at
January 3, 2004

Assets

Current assets

Cash and cash equivalents $ 9,379 $ 41,612 -
Receivables, net of allowances 66,460 58,076
Inventories 16,714 17,339
Other 27,621 25,467
Assets held for sale 85,141 441,762
’ ‘ 205,315 584,256
Pre-need funeral receivables and trust investments 335,976 334,730
Pre-need cemetery receivables and trust investments 309,591 313,020
Cemetery property 118,619 117,362
Property and equipment 539,879 548,518
Insurance invested assets 250,785 196,440 -
Deferred income tax assets 8,160 6,683
Goodwill 321,134 320,640
Cemetery perpetual care trust investments 245,225
Other assets 37,744 31,354

$ 2,372,428

$ 2,453,003

~ Liabilities and Stockholders’ Equity

Current liabilities

Accounts payable and accrued liabilities $ 140,607 $ 154,283
Current maturities of long-term debt 9,083 10,896
Liabilities associated with assets held for sale 63,381 313,258
213,071 478,437
Long-term debt 454,557 619,956 -~
Deferred pre-need funeral and cemetery contract revenue 82,784 600,664 -
Non-controlling interest in funeral home and cemetery trusts 551,957
Insurance policy liabilities 214,745 172,209 -
Deferred income tax liabilities 20,346 21,414 :
Other liabilities 21,915 15,430
1,559,375 1,908,110
Non-controlling interest in perpetual care trusts 257,141 -
Stockholders’ equity 555,912 544,893

$ 2,372,428

$ 2,453,003

Complete financial statements, along with accompanying notes and Management's Discussion and Analysis,
are included in the Alderwoods Group, Inc. Form 10K, which constitutes port of this Annual Report.

Cash balances used fo
repay debt

Substantially completed sales
of discontinued operations

Grew insurance invested assets
by selling pre-need funeral
contracts through subsidiary
insurance company

Added by adoption of new
accounting rules [FIN 46R)

Continued debt reduction

.| Reclassification due to adoption

of new accounting rules
(FIN 46R)

=1 Grew insurance policy

liabilities (future funeral
revenue), reflecting the growth
in insurance invested assets

-1 Added by adoption of new

accounting rules (FIN 46R)

Alderwoods Group, Inc. 11




Board of Directors and Executive Team

Alderwoods Group's senior leadership team brings diversity and experience to the management of the company’s business

under the guidance of a strong Board of Directors. The Board operates within a comprehensive plan of corporate governance

and has adopted, and periodically reviews, policies and procedures as it discharges its oversight responsibilities. Fach Director

became a member of the Board on January 2, 2002.

BOARD OF DIRECTORS

Lloyd E. Campbell **

Mr. Campbell became the Managing Director and Group Head of
the Private Placement Group at Rothschild Inc., an investment
bank, in June 2001. Prior to joining Rothschild, Mr. Campbell was
a Managing Director and Head of the Private Finance Group at
Credit Suisse First Boston from August 1986 through March 2001.

Anthony G. Eames **

Mr. Eames has been the President and Chief Executive Officer
of A.G. Eames Consulting since January 2001. From 1987 to 2001,
Mr. Eames served as the President and Chief Executive Officer of
Coca-Cola Ltd,, the Canadian subsidiary of The Coca-Cola
Company.

Charles M. Elson *

Mr. Elson has been the Edgar S. Woolard, Jr., Chair in Corporate
Governance and the Director of the Weinberg Center for
Corporate Governance, University of Delaware since August 2000
and Of Counsel to Holland & Knight LLP since May 1995. From
1990 until 2001 Mr. Elson was Professor of Law at Stetson
University College of Law.

David R. Hiley *

Mr. Hilty has served in various capacities with the investment bank
of Houlihan Lokey Howard & Zukin since 1990, He is currently
a Managing Director and the Co-Head of Financial Restructuring
of Houlihan Lokey Howard & Zukin in New York.

Paul A. Houston

Mr, Houston became a Director, President and Chief Executive
Officer of the company on January 2, 2002. From December 1999
to January 2002, he was President and Chief Executive Officer of
Loewen Group and President of Loewen Group International, Inc.
From August 1996 to October 1999, Mr. Houston was President
and Chief Executive Officer of Scott’s Restaurants Inc.

Olivia F. Kirtley "*

Ms. Kirtley is a Certified Public Accountant and Business
Consultant. From 1998 to 1999, M. Kirtley served as Chair of the
Board of the American Institute of Certified Public Accountants.
From 1991 to 2000, Mis. Kirtley held the positions of Vice President
and Chief Financial Officer of Vermont American Corporation.

12 Alderwoods Group, Inc.

John S. Lacey

Mr. Lacey became the Chairman of the Board of Directors of
Alderwoods Group on January 2, 2002. From January 1999 to
January 2002, Mr. Lacey was the Chairman of the Board of
Directors of Loewen Group. From July 1998 to November 1998,
Mr. Lacey was President and Chief Executive Officer of
The Oshawa Group Ltd. From November 1996 to July 1998,
Mr. Lacey was President and Chief Executive Officer of WIC
Western International Communications Inc.

William R, Riedl**

M. Riedl was a Director of Loewen Group from December 1998
to January 2002, He served as the President, Chief Executive
Officer and Chairman of the Board of Fairvest Securities
Corporation from 1991 until his retirement in December 2000.

W. MacDonald Snow, Jr. "*

Mr. Snow held various positions with Prudential Insurance
Company of America from 1964 until his retirement in 1996,
becoming Chief Credit Policy Officer and Chief of Staff, Private
Placement Group in 1991 and Strategic Planning Officer in 1994,

EXECUTIVE OFFICERS

John S. Lacey
Chairman of the Board

Paul A. Houston
President and Chief Executive Officer

Kenneth A. Sloan
Executive Vice President, Chief Financial Officer

Ross S. Caradonna
Executive Vice President, Chief Information Officer

Ellen Neeman
Senior Vice President, Legal and Compliance, Corporate Secretary

Richard J. Scully
Senior Vice President, Sales and Marketing

Aaron Shipper
Senior Vice President, Advance Planning &
President of Mayflower National Life Insurance Company

* Denotes Committee Chairman

" Audit Committee

? Nominating and Corporate Governance Committee
¥ Compensation Committee
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GENERAL INFORMATION

Unless the context otherwise requires (a) “Alderwoods Group” refers to Alderwoods Group, Inc., a
Delaware ccrporation, (b) “Loewen Group” or the “Predecessor” refers to The Loewen Group Inc.,
a British Columbia corporation, (c) “Loewen International” refers to Loewen Group International, Inc., (a
Delaware corporation and a wholly-owned subsidiary of Loewen Group which, on January 2, 2002, was
reorganized and renamed Alderwoods Group, Inc. and thereupon ceased to be affiliated with Loewen
Group), (d) the “Company” refers to Alderwoods Group together with its subsidiaries and associated
companies, (€) “Debtors™ refers to, collectively, Loewen Group, Loewen International and their debtor
subsidiaries prior to January 2, 2002, and (f) “Loewen Companies” refers to Loewen Group, Loewen
International and their subsidiaries prior to January 2, 2002.

All dollar amounts are in United States dollars unless otherwise indicated. When discussing the
Company’s financial condition and results of operations, unless the context otherwise requires, references
to “2004” or “fiscal 2004,” “2003” or “fiscal 2003” and “2002” or “fiscal 2002” refer to the 52 weeks ended
January 1, 2005, the 53 weeks ended January 3, 2004, and the 52 weeks ended December 28, 2002,
respectively.



PART I
ITEM 1. BUSINESS
Overview

Alderwoods Group, Inc. is the second largest operator of funeral homes and cemeteries in North
America based on total revenue and number of locations. As of January 1, 2005, the Company operated
648 funeral homes, 79 cemeteries and 63 combination funeral homes and cemeteries throughout North
America. The Company provides funeral and cemetery services and products on both an at-need (time of
death) and pre-need basis. In support of its pre-need business, the Company operates insurance
subsidiaries that provide customers with a funding mechanism for the pre-arrangement of funerals.

Alderwoods Group is a holding company owning, directly or indirectly, the capital stock
of approximately 212 subsidiaries through which the funeral, cemetery and insurance businesses are
operated. The principal executive office of the Company is located at 311 Elm Street, Suite 1000,
Cincinnati, Ohio 45202. Under the Fourth Amended Joint Plan of Reorganization of Loewen Group
International, Inc., its Parent Corporation and certain of their Debtor Subsidiaries, as modified
(the “Plan”), Loewen International (incorporated in Delaware on February 25, 1987), as reorganized and
renamed Alderwoods Group, Inc., succeeded to the business previously conducted by Loewen Group on
January 2, 2002 (the “Effective Date™).

Since January 2, 2002, the Company’s new management team has focused on stabilizing core business
operations and reducing debt while maintaining stable cash flow for operating purposes. The Company is
focused on achieving improved levels of organic growth, engaging in strategic and targeted key market
development to strengthen core operations, strengthening its balance sheet and working toward achieving
its commitment of setting the industry standard for customer service, administration, and financial
management.

The Company’s operations are geographically diversified across 38 states, seven provinces in Canada
and Puerto Rico. Consistent with the Company’s urban-based clustering strategy, the Company has a
significant number of funeral homes and cemeteries located in Los Angeles, Chicago, New York City,
Atlanta, Miami, Houston, and Toronto. The Company’s Rose Hills facility, located approximately 14 miles
from downtown Los Angeles, is the largest single-location cemetery and funeral home combination facility
in the United States. According to the United States Bureau of the Census, many of the metropolitan areas
the Company serves have a large population over the age of 65, which represents a principal target market
for the Company’s pre-need sales program as well as at-need sales. The Company has a pre-need sales
program that builds future revenue and which the Company believes enhances future market share. In
addition, the Company believes the implementation of its specialty retail and marketing approach has led
to an increase in average revenue per call for at-need sales since 2002.

Business Operations

The Company’s segments primarily consist of the funeral and cemetery activities. The Company’s
segments also include an insurance business in support of its funeral business. Within the Company’s
segments, the Company maintains a regional operating structure for the funeral and cemetery businesses
that is organized into multiple geographic regions in the United States and Canada. For certain financial
information by segment and geographic area, see “Management’s Discussion and Analysis of Financial
Condition and Results of Operations,” and Note 17 to the Company’s Consolidated Financial Statements.
Funeral operations constituted approximately 66% of consolidated revenue of the Company for 2004,
compared to approximately 68% for 2003, and approximately 69% for 2002. Cemetery operations
constituted approximately 23% of consolidated revenue of the Company for 2004, 2003, and 2002.
Insurance operations constituted approximately 11% of consolidated revenue of the Company for 2004, as
compared to approximately 9% for 2003, and approximately 8% for 2002.




Funeral Operations

The Company’s funeral operations encompass making funeral and cremation arrangements on an at-
need or pre-need basis. The Company’s funeral operations offer a full range of funeral services, including
the collection of remains, registration of death, professional embalming, use of funeral home facilities, sale
of caskets and other merchandise and transportation to a place of worship, funeral chapel, cemetery or
crematorium. The Company’s funeral operations generally experience higher volumes in the winter
months, primarily due to a higher incidence of deaths, as a result of illnesses brought on by cold weather.

Amounts paid for funeral services are recorded as revenue at the time the service is performed.
Payments made for pre-need funeral contracts are either placed in trust or are used on behalf of the
purchaser of the pre-need contract to pay premiums on life insurance polices, under which the Company is
designated as the beneficiary. Realized earnings on funeral trust funds and related expenses of the trusts
are recognized in other expense (income). Typically, an offsetting accretion expense for the non-controlling
interest in the trusts is included as interest expenses in other expense (income). At the date of performing
a pre-need funeral service, the original contract amount, together with related accrued net earnings from
trust and increased insurance benefits, is recorded as funeral revenue. Selling costs related to the sale of
pre-need funeral contracts are expensed in the period incurred.

Cemetery Operations

The Company’s cemetery operations assist families in making burial arrangements and offer a
complete line of cemetery products (including a selection of burial spaces, burial vaults, lawn crypts,
caskets, memorials, niches and mausoleum crypts), the opening and closing of graves and cremation
services.

Provided certain collectibility criteria are met, pre-need cemetery interment right sales of developed
cemetery property are deferred until a minimum of 10% percent of the sales price has been collected,
while pre-need cemetery interment right sales of undeveloped cemetery property are deferred and revenue -
is recognized on a percentage of completion basis as cemetery property is developed. Pre-need sales of
cemetery merchandise or services are deferred until the delivery of such merchandise or performance of
such services occurs.

Pursuant to various state and provincial laws, a portion of the proceeds from the sale of pre-need
merchandise and services may also be required to be paid into trusts, which are included in pre-need
cemetery receivables and trust investments in the Company’s Consolidated Financial Statements. Realized
earnings on merchandise and services trust funds and related expenses of the trusts are recognized in other
expense (income). Typically, an offsetting accretion expense for the non-controlling interest in the trusts is
included as interest expense in other expense (income). The net amount of realized earnings on
merchandise and service trust funds is recorded as cemetery revenue when the merchandise is delivered
and service performed. Selling costs related to the sale of pre-need cemetery interment rights, merchandise
and services are expensed in the period incurred.

Pursuant to various state and provincial laws, the Company provides for the long-term maintenance of
its cemetery properties by placing a portion, typically 10% to 15%, of the proceeds from the sale of
interment rights into a perpetual care trust fund (these amounts are generally contributed to trust when
the contract is fully paid). As allowed by these laws, the annual income earned on these funds is used to
partially offset the maintenance costs of operating the cemeteries. As of January 1, 2005, the Company’s
continuing operations of cemeteries had approximately $245 million of cemetery perpetual care trust
investments.



Combined Funeral and Cemetery Operations

The Company operates 63 combination funeral homes and cemeteries in which a funeral operation is
physically located within or adjoining a cemetery operation. The Company’s combination operations allow
synergies between funeral and cemetery sales, and reduction in personnel, equipment and other costs. In
addition, customers are provided with the convenience of a single location to purchase funeral and
cemetery services and merchandise.

Insurance Operations

The Company operates two insurance subsidiaries licensed in a total of 35 states. These insurance
subsidiaries sell a variety of insurance products, primarily for the funding of pre-need funerals.

Discontinued Operations

Over the previous three fiscal years, the Company engaged in a strategic market rationalization
assessment to identify and dispose of cemetery and funeral operating locations that did not fit into the
Company’s market or business strategies, as well as under-performing locations and excess cemetery land.
The program to identify cemetery and funeral operating locations for disposal is complete. The Company
will, on a smaller scale and over time, continue to assess the Company’s portfolio of funeral and cemetery
locations to ensure they continue to fit in the Company’s strategy. Once a property is added to the disposal
list, the Company expects to complete the sale within one year. As of January 1, 2005, the Company had
18 funeral, six cemetery and four combination locations which have not been sold within one year of being
added to the disposal list. The Company has entered into sale agreements for all of these locations, but is
awaiting regulatory approval or purchaser financing arrangements, which have been unexpectedly delayed.
The Company continues to include these locations in discontinued operations of assets held for sale.

During 2004, 2003 and 2002, the Company identified 154 funeral, 89 cemetery and five combination
locations for disposal. The funeral locations included all 39 funeral locations in the United Kingdom,
which were sold on October 20, 2003.

During 2003, the Company identified Security Plan Life Insurance Company, its wholly-owned home
service insurance company, as a non-strategic asset, because it was not part of the Company’s pre-need
funeral sales efforts. The Company’s continuing insurance operations include Mayflower National Life
Insurance Company and National Capital Life Insurance Company, its wholly-owned pre-need life
insurance companies. On June 17, 2004, the Company announced the signing of an agreement by its
subsidiary, Mayflower National Life Insurance Company, to sell all the outstanding shares of Security Plan
Life Insurance Company for $85.0 million. The sale concluded on October 1, 2004. After payment of
applicable taxes and expenses, and the recapitalization of Mayflower National Life Insurance Company,
the Company utilized $65.0 million of the proceeds to further reduce long-term debt. The Company
recorded a pre-tax gain on the sale of $16.0 million.

The Company has classified all the locations identified for disposal as assets held for sale in the
consolidated balance sheets and recorded any related operating results, long-lived asset impairment
provisions, and gains or losses recorded on disposition as income from discontinued operations. The
Company has also reclassified the prior fiscal years to reflect any comparative amounts on a similar basis.

Death Care Industry
Number of deaths

There is an inevitable need for the products and services the death care industry offers. According to
the United States Bureau of the Census, the number of deaths per year in the United States is expected to
increase from approximately 2.4 million in 2003 to 2.6 million in 2010. Moreover, the average age of the
population in the United States is increasing. According to the United States Bureau of the Census, the




United States population over 50 years of age is expected to increase from 76.1 million in 2000 to
97.1 million in 2010. The Company believes that the aging of the population is particularly important
because it expands the Company’s target market for pre-need services and merchandise as older persons,
especially those over 50 years of age, are most likely to make pre-need funeral and cemetery arrangements.

Competition

The United States death care industry is estimated to have generated approximately $15 billion of
revenue in 2003, of which small family-owned businesses represent approximately 80%. During most of the
1990s, there was a trend of family-owned businesses consolidating with larger organizations such as the
Company. However, this trend slowed in the late 1990s, and the industry continues to be characterized by a
large number of locally-owned, independent operations. There are approximately 22,000 funeral homes
and 10,500 cemeteries in the United States. The market share of a single funeral home or cemetery in any
community is a function of the name, reputation and location of that funeral home or cemetery although
competitive pricing, professional service and attention, and well-maintained locations are also important.
Customer families tend to choose a funeral home because it previously served their family and because of
the funeral home’s reputation, which must be developed over time. The three largest public operators in
the death care industry in the United States, based on the total revenue and number of locations, are
Service Corporation International, Alderwoods Group, Inc., and Stewart Enterprises, Inc., and the
Company believes that these three companies collectively represent approximately 20% of funeral service
revenues in the United States.

Cremation

Substantially all of the Company’s funeral homes provide basic cremation services through Company
owned or third party crematories, and the Company has proprietary programs designed to provide a full
range of merchandise and services to families choosing cremation. In 2004, cremations accounted for
approximately 35% of all funeral services performed by the Company, compared to approximately 34% in
2003 and 33% in 2002. According to the latest industry studies available, cremations increased by
approximately 1% annually from 1997 to 2003, as a percentage of all funeral services in the United States
and, in 2003, accounted for approximately 29% of all funeral services performed in the United States. This
trend of increasing cremations is expected to continue into the future.

Regulation

The funeral service and cemetery industry is regulated primarily on a state and provincial basis with a
vast majority of jurisdictions requiring licensing and supervision of individuals who provide funeral-related
services. Most jurisdictions also regulate the sale of pre-need services and the administration of any
resulting trusts or insurance contracts. The laws and regulations are complex, are subject to interpretation
by regulators, vary from jurisdiction to jurisdiction and are subject to change from time to time.
Non-compliance with these regulations can result in fines or suspension of licenses required to sell
pre-need services and merchandise. In addition, concerns regarding lack of competition have led a few
jurisdictions to enact legislation restricting the common ownership of funeral homes, cemeteries and
related operations within a specific geographic region.

The Company’s operations in the United States must also comply with federal legislation, including
the laws administered by the Occupational Safety and Health Administration, the Americans with
Disabilities Act and the Federal Trade Commission (“FTC”) regulations. The FTC administers the Trade
Regulation Rule on Funeral Industry Practices, the purpose of which is to prevent unfair or deceptive acts
or practices in connection with the provision of funeral goods or services. Certain regulatory requirements
also exist in Canada.



The Company’s operations are subject to numerous environmental laws, regulations and guidelines
adopted by various governmental authorities in the jurisdictions in which the Company operates. On a
continuing basis, the Company’s business practices are designed to assess and evaluate environmental risk
and, when necessary, conduct appropriate corrective measures. Liabilities are recorded when known or
considered probable and reasonably estimable. Actual environmental liabilities could differ significantly
from the Company’s estimates.

The Company’s insurance subsidiaries are subject to regulation by the states in which they are
domiciled and the states in which their products are sold.

The Company believes that it complies in all material respects with the provisions of the laws and
regulations under which it operates. There are no material regulatory actions pending.

Employees

As of February 26, 2005, the Company employed approximately 8,500 people, with approximately
550 people employed at the executive and administrative offices in Cincinnati, Ohio, Toronto, Ontario and
Burnaby, British Columbia. The Company believes that relationships with employees are good. As of
February 26, 2005, approximately 180 of the Company’s employees were members of collective bargaining
units.

Web Site Access to Periodic and Current Reports

The Company makes its periodic and current reports available, free of charge, through its web site at
http://www.alderwoods.com as soon as reasonably practicable after such material is electronically filed
with, or furnished to, the United States Securities and Exchange Commission (“SEC™).

Basis of Accounting

Alderwoods Group succeeded to substantially all of the assets and operations of Loewen Group on
the Effective Date, and continues to operate the businesses previously conducted by the Loewen
Companies. The Company’s accounting information contained in this Form 10-K is presented on the basis
of United States generally accepted accounting principles (“GAAP”).

In January 2003, the Financial Accounting Standards Board issued Interpretation No. 46,
“Consolidation of Variable Interest Entities,” which was revised in December 2003 (“FIN No. 46R”).
FIN No. 46R clarifies the application of Accounting Research Bulletin No. 51, “Consolidated Financial
Statements,” to enterprises that have a variable interest in variable interest entities, and is effective no
later than the end of the first reporting period that ends after March 15, 2004.

The Company elected to adopt FIN No. 46R at the beginning of its 2004 fiscal year on January 4,
2004. The adoption of FIN No. 46R resulted in the prospective consolidation in the Company’s balance
sheet of approximately 600 funeral, cemetery merchandise and service, and perpetual care trusts, and
several pooled investment funds created for such trusts, but did not change the legal relationships among
these trusts, pooled investment funds, the Company, and its holders of pre-need contracts. The Company
does not consolidate certain funeral trusts for which the Company does not absorb a majority of their
expected losses and, therefore, is not considered a primary beneficiary of these funeral trusts under
FIN No. 46R. The adoption of FIN No. 46R has not materially impacted the Company’s stockholder’s
equity, net income or its consolidated statement of cash flows. For the impact of FIN No. 46R on the
Company’s consolidated balance sheet, see Notes 3, 4, 5, and 6 to the Company’s consolidated financial
statements as of and for the 52 weeks ended January 1, 2005 (the “Consolidated Financial Statements™).



Predecessor Overview

From the inception of Loewen Group in 1985 until the last half of 1998, Loewen Group’s business
philosophy centered on a growth strategy in the funeral home and cemetery businesses. Beginning in the
second half of 1998, in light of negative cash flow from its businesses and increasing difficulties in meeting
its debt service obligations, Loewen Group virtually ceased its acquisition program. During the last quarter
of 1998, Loewen Group began attempting to sell various operations. As of March 31, 1999, Loewen
Group’s consolidated balance sheet reflected approximately $2.1 billion of long-term debt (of which
approximately $742.2 million was due currently) and approximately $48.8 million of other current debt.

On June 1, 1999 (the “Petition Date”), Loewen Group, approximately 850 United States subsidiaries
of Loewen Group (including Loewen International) and one foreign subsidiary of Loewen Group each
voluntarily filed a petition for creditor protection under Chapter 11 (“Chapter 117) of title 11 of the
United States Code in the United States Bankruptcy Court for the District of Delaware (the “Bankruptcy
Court”). Concurrent with the Chapter 11 filing, Loewen Group and 117 of its Canadian subsidiaries filed
for creditor protection under the Companies’ Creditors Arrangement Act (“Creditors Arrangement Act”)
with the Ontario Superior Court of Justice (the “Canadian Court”). Subsequent to the Petition Date, five
additional subsidiaries of Loewen Group voluntarily filed petitions for creditor protection and 41
subsidiaries were voluntarily deleted. The Loewen Companies’ insurance, United Kingdom and certain
funeral and cemetery subsidiaries were excluded from the Chapter 11 and Creditors Arrangement Act
filings.

The Bankruptcy Court confirmed the Plan on December 5, 2001, the Canadian Court recognized the
Plan on December 7, 2001, and the Plan became effective on January 2, 2002.

Pursuant to the Plan, the following transactions, among other things, were completed on the
Effective Date:

* Loewen Group ceased to have any employees, meaningful assets or operations;

» Loewen Group’s ownership of Loewen International was cancelled, and Loewen International
thereupon ceased to be affiliated with Loewen Group;

* Loewen International (renamed Alderwoods Group, Inc.) succeeded to the business previously
conducted by Loewen Group; and

* A new board of directors was selected for the Company.

ITEM 2. PROPERTIES

The Company’s properties consist primarily of funeral homes and cemeteries. Of the Company’s
648 funeral homes as of January 1, 2005, 67 were leased facilities and the balance were owned by the
Company. In some cases, the Company has a right of first refusal and/or an option to purchase its leased
premises. Of the funeral, cemetery, and combination locations owned by the Company, 365 properties in
the United States are pledged through mortgages as security for the Company’s $443.0 million senior
secured credit facility entered into on September 17, 2003 (as amended, the “Credit Agreement”). In
addition, 22 funeral homes are pledged through mortgages as security for other debt. As of January 1,
2005, there were 543 funeral homes located in the United States and 105 in Canada.

As of January 1, 2005, the Company operated 63 combination funeral homes and cemeteries, of which
60 were located in the United States and three in Canada and, of which two funeral homes were leased,
and the balance were owned by the Company.

As of January 1, 2005, the Company operated or provided management and sales services pursuant to
various management and sales agreements to 76 cemeteries located in the United States and three in
Canada. The cemeteries (including those in combination funeral homes and cemeteries) operated by the




Company as of January 1, 2005, contained an aggregate of approximately 9,000 acres, of which
approximately 61% were developed.

The Company’s office in Cincinnati, Ohio occupies approximately 21,000 square feet of leased office
space. The Company’s office in Toronto, Ontario occupies approximately 29,000 square feet of owned
office space. The Company’s office in Burnaby, British Columbia occupies approximately 72,000 square
feet of leased office space. The Company’s office in Burnaby, British Columbia will be relocating in 2005 to
a new leased office space of approximately 67,000 square feet.

The Company’s facilities are well-maintained and kept in good condition, which, management
believes, meets the standards required for the Company’s nature of business.
ITEM 3. LEGAL PROCEEDINGS

The Company is a party to legal proceedings in the ordinary course of its business and believes it has
made adequate provision for any potential estimated liabilities. The Company does not expect the
outcome of any proceedings, individually or in the aggregate, to have a material adverse effect on the
Company’s financial position, results of operations or liquidity.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.

EXECUTIVE OFFICERS OF ALDERWOODS GROUP

The following table sets forth certain information with respect to executive officers of Alderwoods
Group as of March 15, 2005.

Name Age  Position

John S. Lacey.......... 61 Chairman of the Board

Paul A. Houston........ 56 Director, President and Chief Executive Officer

Ross S. Caradonna . .. ... 53  Executive Vice President, Chief Information Officer

Kenneth A. Sloan . .. .. .. 55  Executive Vice President, Chief Financial Officer

Ellen Neeman ......... 54  Senior Vice President, Legal & Compliance, Corporate Secretary
Richard J. Scully. ... .. .. 46  Senior Vice President, Sales and Marketing

Aaron Shipper . ........ 52 Senior Vice President, Advance Planning and President of

Mayflower National Life Insurance Company

Certain biographical information relating to each of these individuals is set forth below.

John S. Lacey became the Chairman of the Board of Directors of Alderwoods Group on January 2,
2002. From January 1999 to January 2002, Mr. Lacey was the Chairman of the Board of Directors of
Loewen Group. In December 1998, Mr. Lacey became a director of Loewen Group. From July 1998 to
November 1998, Mr. Lacey was President and Chief Executive Officer of The Oshawa Group Ltd., a
marketer of food and pharmaceutical products, in Toronto, Ontario. From November 1996 to July 1998,
Mr. Lacey was President and Chief Executive Officer of WIC Western International Communications Inc.,
a private broadcaster, in Vancouver, British Columbia. Mr. Lacey is also a director of Telus Corporation,
Canadian Tire Corporation, Limited, and the Canadian Imperial Bank of Commerce.

Paul A. Houston became a director, President and Chief Executive Officer of Alderwoods Group on
January 2, 2002. From December 1999 to January 2002, Mr. Houston was President and Chief Executive
Officer of Loewen Group and President of Loewen International. Additionally, Mr. Houston served as a
director of Loewen Group from June 1999 to January 2002. From August 1996 to October 1999,




Mr. Houston was President and Chief Executive Officer of Scott’s Restaurants Inc., a quick service food
company. Mr. Houston is also a director of CFM Corporation.

Ross S. Caradonna became Executive Vice President, Chief Information Officer of Alderwoods Group
on January 22, 2003. From September 2002 to January 21, 2003, Mr. Caradonna was Senior Vice President,
Chief Information Officer of Alderwoods Group. From September 2001 to September 2002,
Mr. Caradonna served as Senior Vice President, Chief Information Officer of Sobey’s Inc., a grocery
retailer and distributor, From October 2000 to July 2001, Mr. Caradonna was a Senior Retail Consultant
with Karabus Management. From June 1991 to September 2000, Mr. Caradonna served as Senior Vice
President, Chief Information Officer of Scott’s Hospitality Inc., an international consumer service
company.

Kenneth A. Sloan became Executive Vice President, Chief Financial Officer of Alderwoods Group on
January 22, 2003. From January 2, 2002, to January 21, 2003, Mr. Sloan was Senior Vice President, Chief
Financial Officer of Alderwoods Group. From November 2000 to January 2002, Mr. Sloan was Senior Vice
President, Chief Financial Officer of Loewen Group and of Loewen International. From September 1987
to September 2000, Mr. Sloan served as Senior Executive Vice President, Finance and Planning and Chief
Financial Officer of Shoppers Drug Mart Ltd., an operator of drug stores.

Ellen Neeman became Senior Vice President, Legal & Compliance, Corporate Secretary of Alderwoods
Group in June 2002. From May 2001 to January 2002, Ms. Neeman was Vice President & Corporate
Secretary for 724 Solutions, Inc., a provider of Internet infrastructure software. From March 2000 to April
2001, Ms. Neeman was Vice President & Corporate Secretary for Geac Computer Corporation Limited, a
software provider. From March 1997 to January 2000, Ms. Neeman was Senior Vice President, General
Counsel & Corporate Secretary for UniHost Corporation, a company engaged in hotel ownership,
franchising and management businesses.

Richard J. Scully became Senior Vice President, Sales and Marketing of Alderwoods Group in
January 2003. From June 2001 to January 2003, Mr. Scully was Vice President, Sales and Marketing of
Alderwoods Group. From 2000 to June 2001, Mr. Scully served as Director, E-Commerce of Tucows
International Corp., an internet channel management company. From 1989 to 2000, Mr. Scully was
Director, Knowledge Management at Glaxowellcome Canada Inc., a pharmaceutical manufacturing and
marketing company.

Aaron Shipper became President of Mayflower National Life Insurance Company in November 2001,
which position he still retains, and was appointed Senior Vice President, Advance Planning for the
Company in October 2004. From August 1995 to October 2001, Mr. Shipper was Vice President of
Marketing for Loewen Group International, Inc.

Each executive officer holds office until his or her successor is appointed by the Board of Directors or
until his or her resignation or retirement.

No executive officer of Alderwoods Group is related by blood, marriage or adoption to any director or
other executive officer of Alderwoods Group.

There are no arrangements or understandings between any executive officer of Alderwoods Group
and any other person pursuant to which the executive officer was selected as an executive officer of
Alderwoods Group.




PART 11

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Market Information

Shares of the Company’s common stock (“Common Stock™) are traded on The NASDAQ Stock
Market, Inc. (“Nasdaq”) as National Market securities under the symbol “AWGI”.

The following table sets forth, for the periods indicated, the range of high and low sales prices of the
Company’s Common Stock, as reported on Nasdaq.

Price Range
High Low

52 Weeks Ended January 1, 2005:

12-week period ended March 27,2004 . ....... ... .. ... ... $10.69 $ 8.68

12-week period ended June 19,2004 .. ... ... ... ... L. 1440  10.06

16-week period ended October 9, 2004 . . . .. ... ... .. ... 13.02 8.07

12-week period ended January 1, 2005 . ... ... ... .. 11.51 9.25
53 Weeks Ended January 3, 2004:

12-week period ended March 22,2003 . .. ... ... ... ... $ 530 $3.07

12-week period ended June 14,2003 .. ...... ... ... . .. 6.29 3.25

16-week period ended October 4, 2003 . .. .. ... ... ... 8.40 5.27

13-week period ended January 3,2004 . ... ... ... . 10.52 7.30

As of February 26, 2005, there were 602 record holders of the Common Stock.

Dividend Policy

Since the Effective Date, Alderwoods Group has not paid any cash dividends, and it is not anticipated
that Alderwoods Group will pay any dividends on the Common Stock in the foreseeable future. Covenants
in the Credit Agreement and the indenture governing the 7.75% Senior unsecured notes, due in 2012 (the
“Eight-Year Senior Unsecured Notes”) restrict, and under specified circumstances prohibit, the payment
of dividends by Alderwoods Group. See “Item 7. Management’s Discussion and Analysis of Financial
Condition and Results of Operations — Other Information — Restrictions” and Note 7 to the Company’s
Consolidated Financial Statements.
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ITEM 6. SELECTED FINANCIAL DATA

Alderwoods Group succeeded to substantially all of the assets and operations of Loewen Group on
the Effective Date, and continues to operate the businesses previously conducted by the Loewen
Companies. For financial reporting purposes, the effective date of the reorganization was December 31,
2001, because U.S. GAAP requires that the financial statements reflect fresh start reporting as of the
confirmation date or as of a later date when all material conditions precedent to the Plan becoming
binding are resolved.

Certain consolidated financial and other information concerning the Predecessor may be of limited
interest to stockholders of the Company and has been included in this Form 10-K. However, the
consolidated financial and other information of the Company issued subsequent to the Plan
implementation are not comparable with the consolidated financial information and other information
issued by the Predecessor prior to the Plan implementation due to:

* the significant changes in the financial and legal structure of the Company;

* the application of “fresh start” reporting as explained in Note 2 to the Company’s Consolidated
Financial Statements, as a result of the confirmation and implementation of the Plan;

* changes in accounting policies, and certain account classifications and fiscal accounting periods
adopted by the Company; and

* the reclassification of assets held for sale as discontinued operations for its fiscal 2004, 2003 and
2002 years, without reclassifying fiscal years prior to 2002.

Accordingly, the accompanying selected consolidated financial information should be reviewed with
caution, and the Predecessor’s selected consolidated financial information should not be relied upon as
being indicative of future results of the Company or providing an accurate comparison of financial
performance. A black line has been drawn to separate and distinguish between the consolidated financial
information that relates to the Company and the consolidated financial information that relates to
the Predecessor.

Set forth below is certain selected consolidated financial and operating information for the Company
as of January 1, 2005, January 3, 2004, December 28, 2002, and December 31, 2001, and for the 52 weeks
ended January 1, 2005, the 53 weeks ended January 3, 2004, and the 52 weeks ended December 28, 2002,
and, for the Predecessor, consolidated financial and operating information as of December 31, 2000, and
for the years ended December 31, 2001 and 2000. The selected consolidated financial information set forth
below is derived from the Company’s and the Predecessor’s respective audited consolidated financial
statements for such periods, and should be read in conjunction with the Company’s Consolidated Financial
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Statements in Item 8 of this Form 10-K (including the notes thereto), as well as the discussion contained in
Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations.”

Alderwoods Group Predecessor
52 ‘gﬁlk: r}I’E l;:iEd 53 }Z;el:(:rfg:ied szl)gzinkﬁefg%fd Year Ended December 31
2005 2004 2002 2001 (j) 2000 (k)
(in thousands, except per share amounts) (in thousands, except per
share amounts)
Consolidated Statements of Operations
Information:
Revenue ..................... 716,790 $ 720,281 $ 691,997 $ 836,401 $927,684
Gross margin (a) . .............. 124,810 143,944 126,347 181,239 262,023
Provision for goodwill impairment (b) — — 228,281 — —
Provision for asset impairment (c) . . . 1,922 4,395 563 180,658 116,937
Income (loss) from operations . . ... 71,670 83,268 (145,685) (132,173) 17,469
Net income (loss) from continuing
operations (d) .. .............. (3,793) 9,244 (223,496) (87,160) (57,345)
Basic net income (loss) per share
from continuing operations (e) . . . . (0.09) 0.23 (5.60) (1.29) (0.89)
Aggregate dividends declared per
share ......... ... oL — — — — —
Alderwoods Group Predecessor
As of As of As of As of As of
January 1, January 3, December 28, December 31, | December 31,
2005 2004 2002 2001 2000
(in thousands) (in thousands)
Balance Sheet Information:
Total assets (F)(g) .. ........ ..., $2,372,428 $2,453,003 $2,553,650 $2,874,116 | $ 3,878,044
Liabilities subject to compromise (h) . . ... — — — — | 2,289,497
Total long-term debt including current
maturities (h)(i) . ...... ... . o 463,640 630,852 756,141 831,227 73,542
Stockholders’ equity (deficit) ... ... ... .. 555,912 544,893 523,402 739,352 (662,768)

(a) For the 52 weeks ended January 1, 2005, the 53 weeks ended January 3, 2004, and the 52 weeks ended
December 28, 2002, gross margin includes depreciation expense not included in the prior years.

(b) See Note 16 to the Company’s Consolidated Financial Statements.

(c) Predecessor provision for asset impairment includes goodwill impairment as determined under the
Financial Accounting Standards Board Statement of Financial Accounting Standards No. 121,
“Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of.”

(d) For the Predecessor, represents loss before extraordinary gain, fresh start valuation adjustments and
cumulative effect of accounting change.

(e) There are no material differences between basic and diluted loss per share. For the Predecessor,
represents basic loss per share before extraordinary gain, fresh start valuation adjustments and
cumulative effect of accounting change. Predecessor loss per share amounts are included herein, as
required by U.S. GAAP. However, the common stockholders of the Predecessor received no equity in
the Company upon reorganization.

(f) The Company elected to adopt FIN No. 46R at the beginning of its 2004 fiscal year on January 4,
2004. The adoption of FIN No. 46R resulted in the consolidation in the Company’s balance sheet of
the funeral, cemetery merchandise and service, and perpetual care trusts, and several pooled
investment funds created for such trusts, but did not change the legal relationships among these trusts,
pooled investment funds, the Company, and its holders of pre-need contracts. The Company does not
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(8)

(h)

@)

(k)

consolidate certain funeral trusts for which the Company does not absorb a majority of their expected
losses and, therefore, is not considered a primary beneficiary of these funeral trusts under
FIN No. 46R. The adoption of FIN No. 46R has not materially impacted the Company’s stockholders’
equity, net income or its consolidated statement of cash flows. Amounts and balances prior to
January 4, 2004 have not been restated to reflect the adoption of FIN No. 46R. See Notes 3, 4, 5, and
6 to the Company’s Consolidated Financial Statements.

The Company has changed its accounting policy on accounting for insurance funded pre-need funeral
contracts as of January 4, 2004, as the Company has concluded that its insurance funded pre-need
funeral contracts are not assets and liabilities as defined by Statement of Financial Accounting
Concepts No. 6, “Elements in Financial Statements.” Accordingly, the Company has retroactively
removed from its consolidated balance sheet amounts relating to insurance funded pre-need funeral
contracts previously included in pre-need funeral contracts with an equal and offsetting amount in
deferred pre-need funeral contract revenue. The removal of insurance funded pre-need funeral
contracts did not have any impact on the Company’s results of operations, consolidated stockholders’
equity, or cash flows. See Note 3 to the Company’s Consolidated Financial Statements.

For the Predecessor, under-secured and unsecured debt obligations (including the Monthly Income
Preferred Securities) were reclassified to liabilities subject to compromise for 2000, as a result of the
Chapter 11 and the Creditors Arrangement Act filings.

For the Predecessor, total long-term debt comprises long-term debt which is not subject to
compromise, including the current maturities of long-term debt.

The financial results of the Predecessor for the year ended December 31, 2001, include $87 million of
pre-tax charges representing reorganization costs. The 2001 results exclude $133 million of contractual
interest expense applicable to certain pre-Petition Date debt obligations, which were subject to
compromise as a result of the Chapter 11 and Creditors Arrangement Act filings.

The financial results of the Predecessor for the year ended December 31, 2000, include $46 million of
pre-tax charges representing reorganization costs. The 2000 results exclude $154 million of contractual
interest expense applicable to certain pre-Petition Date debt obligations, which were subject to
compromise as a result of the Chapter 11 and Creditors Arrangement Act filings.

ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND

RESULTS OF OPERATIONS

Overview

Alderwoods Group is the second largest operator of funeral homes and cemeteries in North America

based on total revenue and number of locations. As of January 1, 2005, the Company operated 648 funeral
homes, 79 cemeteries and 63 combination funeral homes and cemeteries throughout North America. As of
January 3, 2004, the Company operated 729 funeral homes, 149 cemeteries and 61 combination funeral
homes and cemeteries throughout North America.

Alderwoods Group is a holding company owning, directly or indirectly, the capital stock of

approximately 212 subsidiaries through which the funeral, cemetery and insurance businesses are operated.

The Company provides services and products through three business segments:

» Funeral Operations. The Company’s funeral operations encompass making funeral and cremation
arrangements on an at-need or pre-need basis, including the collection of remains, registration of
death, professional embalming, use of funeral home facilities, sale of caskets and other merchandise
and transportation to a place of worship, funeral chapel, cemetery or crematorium. The Company’s
funeral operations generally experience higher volumes in the winter months, primarily due to a
higher incidence of deaths, as a result of illnesses brought on by cold weather.
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* Cemetery Operations. The Company’s cemetery operations assist customer families in making
burial arrangements and offer a complete line of cemetery products (including a selection of burial
spaces, burial vaults, lawn crypts, caskets, memorials, niches and mausoleum crypts), the opening
and closing of graves and cremation services.

* Insurance Operations. The Company operates two insurance subsidiaries licensed in a total of
35 states. These insurance subsidiaries sell a variety of insurance products for the funding of
pre-need funeral.

Death Care Industry

Consumer preferences in the death care industry tend to change stowly. However, one significant
trend is an increase in the preference for cremation over a traditional burial. Cremation is becoming more
popular in the United States, as ties to tradition weaken and this service becomes more acceptable as a
form of disposition within society. According to the Cremation Association of North America,
approximately 29% of all deaths in 2003 in the United States were followed by cremation. This figure has
grown at approximately 1% annually since 1997 and is projected to continue to grow at a comparable rate
over the next three to five years. The number of cremation services performed by the Company as a
percentage of total services performed increased to 35% in 2004, compared to 34% for 2003. Although
cremation services have historically generated higher gross margins than funeral services involving burials,
overall revenues are lower because cremations have typically included few, if any, additional products or
services for the customer family beyond the cremation itself. However, industry research has shown that
the consumer chooses cremation frequently for reasons other than cost, and the Company believes this
provides the Company with the opportunity to better serve customer families by offering a larger variety of
goods and services.

According to the United States Bureau of the Census, the number of deaths per year in the
United States is expected to increase from approximately 2.4 million in 2003 to 2.6 million in 2010.
Moreover, the average age of the population in the United States is increasing. According to the
United States Bureau of the Census, the United States population over 50 years of age is expected to
increase from 76.1 million in 2000 to 97.1 million in 2010. The Company believes the aging of the
population is particularly important because it expands the Company’s target market for pre-need services
and merchandise because older persons, especially those over 50 years of age, are most likely to make
pre-need funeral and cemetery arrangements.

The United States death care industry is estimated to have generated approximately $15 billion of
revenue in 2003, of which small family-owned businesses represent approximately 80%. During most of the
1990s, there was a trend of family-owned businesses consolidating with larger organizations such as the
Company. However, this trend slowed in the late 1990s, and the industry continues to be characterized by a
large number of locally-owned, independent operations. There are approximately 22,000 funeral homes
and 10,500 cemeteries in the United States. The market share of a single funeral home or cemetery in any
community is a function of the name, reputation and location of that funeral home or cemetery although
competitive pricing, professional service and attention, and well-maintained locations are also important.
Customer families tend to choose a funeral home because it previously served their family and because of
the funeral home’s reputation, which must be developed over time. The three largest public operators in
the death care industry in the United States, based on total revenue and number of locations, are Service
Corporation International, Alderwoods Group, Inc., and Stewart Enterprises, Inc., and the Company
believes that these three companies collectively represent approximately 20% of funeral service revenues
in the United States.

Recent Accounting Standards

The Company elected to adopt FIN No. 46R at the beginning of its 2004 fiscal year on January 4,
2004. The adoption of FIN No. 46R resulted in the prospective consolidation in the Company’s balance
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sheet of approximately 600 funeral, cemetery merchandise and service, and perpetual care trusts, and
several pooled investment funds created for such trusts, but did not change the legal relationships among
these trusts, pooled investments funds, the Company, and its holders of pre-need contracts. The Company
does not consolidate certain funeral trusts for which the Company does not absorb a majority of their
expected losses and, therefore, is not considered a primary beneficiary of these funeral trusts under
FIN No. 46R. The adoption of FIN No. 46R has not materially impacted the Company’s stockholders’
equity, net income or its consolidated statement of cash flows. For the impact of FIN No. 46R on the
Company’s consolidated balance sheet, see Notes 3, 4, 5, and 6 to the Company’s consolidated financial
statements as of and for the 52 weeks ended January 1, 2005 (the “Consolidated Financial Statements”).

For other recent accounting standards, see Note 3 to the Company’s Consolidated Financial
Statements included in Item 8.

Business Strategy
Overview

Since emergence on January 2, 2002, the Company has focused on optimizing its core business
operations, and reducing and refinancing debt while maintaining stable cash flow for operating purposes.
As of January 1, 2005, the successful results of this strategy are evident in that the Company has:

* reduced debt outstanding by approximately $367.6 million since the Company was launched in
January 2, 2002, from $831.2 million to $463.6 million;

» refinanced certain debt to eliminate refinancing risk, extend maturities and lower interest costs for
2005 to an estimated $30.0 million (projected using interest rates and debt levels in effect at
January 1, 2005, along with assumed amortization of existing deferred finance costs), a decrease of
$55.0 million from $85.0 million for 2002;

* identified for disposal a number of businesses that did not fit into the Company’s market or
business strategies (including 154 funeral, 89 cemetery and five combination locations and Security
Plan Life Insurance in North America and all 39 funeral locations in the United Kingdom);

* sold all locations identified for disposal other than 18 funeral, six cemetery, and four combination
locations to be disposed of in 2005;

* increased pre-need funeral and cemetery contracts written to $179.6 million and $86.8 million,
respectively, an increase of $18.5 million and $9.1 million, respectively, from 2002; and

* resolved numerous reorganization issues and outstanding claims.

Looking ahead to 2005, the Company’s strategic objectives are to:

» focus on organic growth to improve the Company’s revenues by growing the number of funeral
services and increasing the average revenue per funeral service;

* continue to build a solid foundation to maintain market share and long-term volume growth by
growing pre-need sales;

* continue to assess the Company’s portfolio of funeral and cemetery locations to ensure they
continue to fit the Company’s strategy and support its initiatives to grow revenue and where
appropriate, consider acquisitions and construction of new locations focusing on new funeral homes
on existing cemeteries; and

* continue to improve the financial condition of the Company.
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Key Strategies
Organic Growth

The Company’s continued focus on its core businesses will be directed towards improved levels of
organic growth. The Company will focus on three key areas — growth in funeral services, average revenue
per funeral service and financially prudent growth in pre-need sales — to enhance future market share.

The Company experienced a decline in the number of funeral services performed during 2004. To
address this decline, the Company plans to invest an additional $7-10 million into programs in 2005, that
will reposition the Company’s operations to support future growth. For 2005, the Company has already
implemented an expanded field management structure to increase the number of market managers and
thus the amount of time market managers have available to spend coaching employees at the locations.
Additional programs include increased spending on training and recruitment support, facility
improvements, advertising and pre-need sales.

The Company plans to initiate market awareness programs in target test markets that afford the
highest growth potential for the investment. The Company will invest in advertising and promotion,
community relations and pre-need sales. Results from these test markets will be used to support the
Company’s future marketing expenditures that are expected to enhance revenue-creation opportunities.

The Company is improving its retailing strategies, primarily for at-need customers, which are expected
to Increase average revenue per service. The strategy involves creating a comfortable retail environment
for the customer families that includes service and product information, a well lit display room and more
merchandise choices. The Company is currently rolling out standardized merchandise display layouts and
pricing presentation in its merchandise selection rooms at its funeral homes. The Company has rolled out
this merchandising strategy in 234 locations as of the end of 2004 and expects to implement it in a further
110 locations in 2005.

The Company has a strong pre-need sales program that is designed to build future revenue, develop
market share growth and enhance market awareness. The Company is careful to manage the cash flow and
expense impacts of such a pre-need sales program. In an effort to build on this program, the Company
tested a more aggressive pre-need sales program in seven markets in 2004. The test markets generally
achieved stronger pre-need sales growth in 2004. The Company is revising portions of the program and
expanding the test to an additional 10 markets for 2005. If successful, full roll out over all markets is
expected to occur over the next two years. The program involves recruitment of additional sales
professionals and a new training program for counselors and managers to support these efforts. In
addition, the program involves closer integration of market advertising efforts with the pre-need sales
program.

Industry data shows that cremation continues to be an increasing choice of many consumers. This shift
away from the traditional funeral service appears indicative of the changing demographics of society, the
increased mobility of the population, and the change in view towards memorialization alternatives. This
shift may negatively impact Company revenues, however, the Company plans to offer families of cremation
customers a larger variety of goods and services, primarily by emphasizing these in our merchandise
selection rooms.

Cultural Transformation

The Company believes that it has made progress in developing a culture supporting outstanding
customer service, strong community relations, excellence in administration and strong financial
management. The Company is satisfied with the progress made to date. However, management is
committed to setting the industry standard for customer service, community involvement, administration
and financial management. The Company is taking steps to achieve this goal, which include implementing
tools to assist in consistent assessment of the performance of individuals and expansion of training
programs for customer and community service and local management skills.

16



Market Rationalization and Expansion

For the past three years, the Company engaged in a strategic market rationalization program to
dispose of operating locations that were under-performing or did not fit into the Company’s market or
business strategies. This program is complete. On a smaller scale and over time, the Company will continue
to assess its portfolio of funeral and cemetery locations to ensure they continue to fit in the Company’s
strategy.

In addition, the Company plans to commence strategic initiatives to improve its revenue growth. This
is expected to be accomplished through, among other things, strategic and targeted key market
development, in line with the Company’s operating philosophy and financial goals. The Company expects
such controlled growth will help strengthen the Company’s core operations, enabling further synergies and
operating efficiencies.

Market development may include tactics such as acquisition of local competitors, moving locations,
closing smaller locations and developing more combination operating locations to provide enhanced,
seamless service to customers. The Company has identified combination opportunities within its
underlying base of operating locations and expects to develop five to seven of these locations annually for
the next two to three years.

Improve the Balance Sheet

The Company successfully reduced its emergence debt level by approximately 44.0% during its first
three years of operations. This reduction came from the generation of operating cash flow, the sale of
non-strategic operating locations and real estate, the recovery of excess trust fund contributions and
improvements in working capital levels. In addition, the Company successfully refinanced certain of its
debt, effectively reducing interest costs. The Company intends to continue to reduce debt during 2005.

The Company expects cash flow from operations to be adequate to maintain existing operations and
capital needs, allowing some excess to be used to fund its growth strategies and further reduce debt.
Additionally, the Company’s disposition of remaining assets held for sale including real estate is expected
to generate approximately $25.0 million, which will be utilized primarily for further debt reduction. Finally,
although the efforts to withdraw excess contributions and unwithdrawn earnings from trusts are
substantially complete, the Company will continue its efforts to identify and withdraw such funds.

Overview of Critical Accounting Policies

The Company’s consolidated financial statements are prepared in accordance with U.S. GAAP, which
require management to make estimates and assumptions (see Note 3 to the Consolidated Financial
Statements) that impact all of its business segments. Management believes that, of the significant
accounting policies described in Note 3 to the Company’s Consolidated Financial Statements, the
following are the most important to the representation of the Company’s financial position, results of
operations and cash flows. These require management’s most difficult, subjective and complex judgment
efforts. All of these critical accounting policies have been discussed and reviewed with the Company’s audit
committee. While the Company believes that its assumptions and estimates have been reasonable and
appropriate, different assumptions and estimates could materially impact the Company’s reported
financial results.

Collectibility of Customer Receivables

Management must make estimates of the allowance for uncollectible amounts of customer receivables
arising from at-need funeral services. The Company estimates this allowance based primarily on historical
experience of collections and write-offs, as well as other analytical procedures, such as assessment of the
change in the aging of receivables. The Company has historically estimated the allowance for uncollectible
amounts at 1.2% to 1.4% of funeral revenue, and actual experience in 2004 and 2003 indicated uncollected
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receivables written off to be within this range. To the extent that future collection experience differs from
historical rates, the Company may adjust its allowance for uncollectible amounts and record equivalent
reduced or additional funeral expense.

Management must make estimates of the allowance for contract cancellations and refunds of
customer receivables arising from pre-need funeral contracts. However, any change to the estimated rate
or balance would be offset by a corresponding adjustment in the allowance for contract cancellations and
refunds against deferred pre-need funeral revenue. There would be no impact on net income or cash flows.
Accordingly, such allowance for contract cancellations and refunds is not considered a critical accounting
policy.

Management must make estimates of the allowance for contract cancellations and refunds arising
from pre-need cemetery contracts. Pre-need cemetery contracts may contain both pre-need cemetery
interment rights and pre-need cemetery merchandise and services. As pre-need cemetery interment rights
are recognized in income when sold, an estimate of the related uncollectible amounts is charged to income.
The estimate of the allowance for contract cancellations and refunds related to the pre-need cemetery
merchandise and service portion of the contracts is offset with a corresponding adjustment in the
allowance for contract cancellations and refunds against deferred pre-need cemetery revenue.

Estimates of the allowance for contract cancellations and refunds arising from pre-need cemetery
contracts are based primarily on historical experience of collections and write-offs, as well as other
analytical procedures, such as assessment of the change in the aging of receivables. The Company has
estimated the allowance for contract cancellations and refunds of current sales of pre-need cemetery
contracts at 5% to 10% of pre-need cemetery sales. The Company’s experience has not indicated any
change to this rate is necessary. To the extent that future collection experience differs from this estimate, a
1% change in the rate of the estimated allowance for contract cancellations and refunds of pre-need
cemetery interment rights would affect income by approximately $0.9 million.

The Company’s customer receivables arising from pre-need cemetery contracts includes receivables
with balances outstanding entered into by the Predecessor. During the Predecessor’s reorganization
proceedings, it began to change the pre-need cemetery contract terms to include larger mandatory down
payments and shorter contract maturities. The Company estimated the allowance for contract
cancellations and refunds using the best information available at December 31, 2001.

During 2002 and 2003, the Company’s focused collection efforts resulted in higher collections than
anticipated on the pre-emergence receivables. As a result of the improvement in actual collections, the
Company reversed $3.9 million of the allowance for contract cancellations and refunds on receivables
arising from pre-need cemetery interment rights during the 53 weeks ended January 3, 2004. As of
January 1, 2003, the Company had approximately $11.8 million (2003 — $20.8 million) of pre-emergence
customer receivables remaining, of which an allowance for contract cancellations and refunds of
$7.5 million (2003 — $11.2 million) had been established. Due to the significant number of estimates and
projections utilized in determining an expected rate of uncollectible receivables, actual results of
collections could be materially different from these estimates.

Changes in customer circumstances outside of the Company’s control may also impact the
collectibility of customer receivables.

Valuation of Long-Lived Assets

During 2002, 2003, and 2004, the Company engaged in a strategic market rationalization assessment
to dispose of funeral and cemetery operating locations that did not fit into the Company’s market or
business strategies, as well as under-performing locations and excess cemetery land. Statement of Financial
Accounting Standards No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets”
(“FAS No. 144”) requires that long-lived assets to be disposed of are to be recorded at the lower of
carrying amount or fair market value, less estimated costs to sell. The Company determines the fair market
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value of its discontinued operations by specific offer or bid, or an estimate based on comparable sales
transactions. Such offers or bids are outside of the Company’s control.

The estimated fair market values may change due to offers or bids changing as a result of continued
negotiations with buyers or bids or offers being different than management estimates based on previous
comparable sales transactions. Such changes in fair market values will be reflected by the Company
recording corresponding impairment charges or reversals of previous impairment charges.

In many cases, the Company receives offers or bids for groups of operating locations. The evaluation
for possible impairment aggregates the carrying amounts of the relevant operating locations and compares
this against the corresponding offer or bid. It is possible that although the aggregate expected proceeds
may not change, the group of locations comprising the various bids or offers may change such that a
subsequent impairment evaluation may consider the operating locations grouped differently. As a result,
the Company may record additional impairment on some of the changed groups while other changed
groups may result in deferred gains (estimated proceeds are greater than the carrying amount).

The Company may also decide to remove an operating location from those held for sale or add
another location to those held for sale based on further analysis of the potential sale proceeds to be
realized or the location’s impact on the Company’s business strategy. Such additions or removals may
result in an impairment charge, or reversal of previous impairment charges.

As of January 1, 2005, the Company had 18 funeral, six cemetery and four combination locations for
disposal with an aggregate carrying amount of $7.6 million, which approximates the estimated net proceeds
after selling costs. Changes to the carrying amounts or estimated net proceeds may result in impairment
charges or reversals or gains or losses upon final sale.

The identification of cemetery and funeral operating locations that do not fit into the Company’s
market or business strategies, as well as under-performing locations and excess cemetery land, is complete.
The Company will, on a smaller scale and over time, continue to assess the Company’s portfolio of funeral
and cemetery locations to ensure they continue to fit in the Company’s strategy.

Valuation of Goodwill

Goodwill of the funeral reporting unit is not amortized. It is tested annuaily, as well as on the
occurrence of certain significant events, as prescribed by relevant accounting requirements, to determine
whether or not the carrying value has been impaired. Such testing entails determining an estimated fair
value of goodwill (“implied goodwill”) for comparison to the carrying amount of goodwill, to assess
whether or not impairment has occurred. Impairment occurs when the estimated fair value of goodwill
associated with the funeral reporting unit is less than the respective carrying amount of such goodwill,
resulting in a write down to the estimated fair value of goodwill. Determination of the estimated fair value
of goodwill entails determining the estimated fair value of the funeral reporting unit in total, and allocating
such value to the estimated fair value of the assets and liabilities of the funeral reporting unit, in a method
similar to purchase accounting. The determination of the estimated fair value of the funeral reporting unit
involves many complex assumptions, including underlying cash flow projections, estimated discount rates
and residual values.

While the Company believes that its assumptions and estimates have been reasonable and
appropriate, different assumptions and estimates could materially impact the Company’s reported
financial results. The Company’s assessment as of October 4, 2003, determined that the estimated fair
value of the funeral reporting unit exceeded its carrying value. The Company carried forward the 2003
goodwill valuation to 2004, as there were no significant changes in the key parameters used in the valuation
exercise and no significant change in the Company’s overall operations from 2003 to 2004.

The discount rate used for the analysis as of October 4, 2003, was determined based on assumptions
regarding the current interest rate environment and desired capital structure. If the discount rate had been
estimated at 0.5% higher, the estimated fair value of the funeral reporting business unit would have been

19




approximately $50 million lower, and the fair value of the funeral reporting unit would have been equal to
its carrying value. The estimated cash flows used for the analysis as of October 4, 2003, were determined
based on the Company’s projections. If the annual cash flows were reduced by 3% and the discount rate
left unchanged, the estimated fair value of the funeral reporting unit would have been approximately
$50 million lower and the fair value of the funeral reporting unit would have been equal to its carrying
value. The Company’s valuation of the funeral reporting unit was prepared with the assistance of
independent advisors.

The Company recorded a $228.1 million provision for goodwill impairment for the 52 weeks ended
December 28, 2002, as the Company experienced a reduction in the projected financial results used in the
valuation of the funeral reporting unit compared to those used during the reorganization process and the
determination of reorganization value as at December 31, 2001.

Accounting for Income Taxes

The Company must estimate income taxes for its business segments in each of the jurisdictions in
which such business segments operate. This involves estimating actual current tax expense, assessing
temporary differences resulting from different treatment of various assets and liabilities for book and tax
purposes, such as depreciation, and evaluating potential tax exposures based on current relevant facts and
circumstances.

The determination of temporary differences associated with assets and liabilities resuits in deferred
tax assets or liabilities, which are recorded in the Company’s consolidated financial statements. The
Company then assesses the likelihood that it will recover or realize its deferred tax assets from expected
future taxable income and, to the extent that recovery is not considered to be “more likely than not,”
establishes a corresponding valuation allowance. In general, to the extent that a valuation allowance
increases or decreases in a period, it will be included as an expense or recovery within the tax provision for
such period. If the relevant valuation allowance was established upon emergence from bankruptcy, any
decrease as a result of the utilization of benefits must reduce goodwill and, if insufficient goodwill exists, be
credited to additional paid-in capital. The majority of the Company’s valuation allowances were
established upon emergence from bankruptcy.

Significant management judgment is required in determining the valuation allowance or change
therein. The Company established a valuation allowance against substantially all of its net federal deferred
tax assets, excluding those of its insurance operations, upon emergence from bankruptey as it did not have
sufficient history of income to support realization of the net deferred tax assets. The valuation allowance is
subject to change due to matters such as timing and manner of reversals of deferred tax liabilities, sales of
operations and future actual income or losses. The Company has not assumed future accounting income
for purposes of assessing its valuation allowance.

To the extent that the provision for income taxes increases or decreases by 1% of income from
continuing operations before income taxes, consolidated income from continuing operations would have
declined or improved by less than $0.1 million in the 52 weeks ended January 1, 2003.

Liabilities for Insurance Future Policy Benefits

The Company calculates and maintains liabilities for insurance future policy benefits for the estimated
future payment of claims to policyholders based on actuarial assumptions, such as mortality (life
expectancy), persistency, and interest rates. The assumptions used are based on best estimates of future
experience at the time the policies are issued (or, if applicable, on the date fresh start accounting was
implemented) with an adjustment for the risk of adverse deviation. Once established, assumptions are
generally not changed.

The Company’s estimates of mortality and persistency are based on both the Company’s and industry
historical experience. The Company has estimated an assumed weighted average investment yield of 4.1%.
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For the 52 weeks ended January 1, 2005, the Company achieved an investment yield of 5.0%. Because the
liabilities are based on extensive estimates, assumptions and historical experience, it is possible that actual
experience may differ materially from that resulting from actuarial assumptions. However, the risk of a
material change in assumptions causing a material impact to the Company’s financial position and results
of operations is mitigated by the type and small dollar nature of the policies. The pre-need insurance
products have discretionary growth that accrues to the policy holder, and to the extent investment returns
are significantly below those assumed, the Company has the ability to reduce the future policy growth.

Annually, the Company evaluates the collective adequacy of its insurance policy liabilities by
determining whether the insurance premiums expected to be collected over the life of the insurance
contracts are sufficient to recover the current unamortized balance in deferred acquisition costs, as well as
to provide for expected future benefits and expense, based on current assumptions. If the recoverability
tests indicate a deficiency in the ability to pay all future benefits and expenses, including the deferred
acquisition costs, the loss is recognized and charged to expense as an adjustment to the current year’s
deferred acquisition costs balance, or if the loss is greater than the deferred acquisition costs balance, by an
increase in its liabilities for future policy benefits. The Company’s recoverability tests have indicated no
deficiency in its reserves during the past three years.

Basis of Presentation

The Company’s fiscal year ends on the Saturday nearest to December 31 in each vear (whether before
or after such date).

The first and second fiscal quarters each consist of 12 weeks and the third fiscal quarter consists of
16 weeks. The fourth fiscal quarter will typically consist of 12 weeks, but this period may be altered, if
necessary, in order to cause the fourth fiscal quarter to end on the same day as the fiscal year. As a result
of this, the fourth fiscal quarter will consist of 13 weeks in certain years. In fiscal 2004, 2003, and 2002, the
fourth quarter consisted of 12, 13, and 12 weeks, respectively.

This discussion and analysis of financial condition and results of operations of the Company are based
upon and should be read in conjunction with the Company’s Consolidated Financial Statements included
in Item 8 of this Form 10-K (including the notes thereto).

Results of Operations

Detailed below are the operating results of the Company for the 52 weeks ended January 1, 2005, the
53 weeks ended January 3, 2004, and the 52 weeks ended December 28, 2002. The operating results are
expressed in dollar amounts as well as relevant percentages, presented as a percentage of revenue.

The following provides a detailed discussion of continuing operations, which consist of those
businesses the Company owned and operated both for the entire current and prior fiscal years and that the
Company plans to retain, and those businesses that have been opened during either the current or prior
fiscal years and that the Company plans to retain. Discontinued operations consist of those that have been
sold or closed during either the current or prior fiscal years and the businesses that are currently being
offered for sale.
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The operations of the Company comprise three businesses: funeral homes, cemeteries and insurance.
Additional segment information is provided in Note 17 of the Company’s consolidated financial
statements.

52 Weeks Ended January 1, 2005 Compared to 53 Weeks Ended January 3, 2004

52 Weeks Ended 53 Weeks Ended 52 Weeks Ended 53 Weeks Ended
January 1, 2005 January 3, 2004  January 1, 2005  January 3, 2004

(in millions) (in millions) (percentages) (percentages)
Revenue
Funeral ...................... $473.0 $491.6 66.0% 68.2%
Cemetery . ........oivninn.. 163.7 167.6 22.8 233
Insurance . .. .................. 80.1 61.1 11.2 8.5
Total ... ... L $716.8 $720.3 100.0% 100.0%
Gross margin
Funeral ...................... $ 96.3 $113.4 20.4% 23.1%
Cemetery . ..., 23.8 28.8 14.5 17.2
Insurance . .............. ... ... 4.7 1.7 59 2.9
Total . .. ... 124.8 1439 17.4 20.0
Expenses
General and administrative . . ... ... 51.2 56.3 7.1 7.8
Provision for asset impairment. ... .. 1.9 4.4 0.3 0.6
Income from operations .. .......... 71.7 83.2 10.0 11.6
Interest on long-term debt and
refinancing costs . . . ............. 78.1 76.5 10.9 10.6
Other expenses (income), net ... ..... (1.2) 4.0 (0.2) 0.6
Income (loss) before income taxes. .. .. (5.2) 2.7 0.7) 0.4
Income taxes . ................... (1.4) (6.5) 0.2) (0.9)
Net income (loss) from continuing
operations . .............. ... (3.8) 9.2 (06.5) 13
Income from discontinued operations,
netoftax ..................... 131 1.6 1.8 0.2
Netincome ..................... $§ 93 $ 10.8 1.3% 1.5%

Other information for the 52 weeks ended January 1, 2005, and 53 weeks ended January 3, 2004, is
summarized in the following table. The impact of the 53 week for the 53 weeks ended January 3, 2004,
was estimated by calculating the weekly average of the 13 weeks ended January 3, 2004. The Company



believes the discussion below regarding the impact of the 53" week facilitates direct comparability of fiscal
year results.
January 1,  January 3,
Continuing Operations: 2005 2004 Increase (decrease)
(amount)  (percentages)

Funeral — Other Information

Number of funeral services performed. . ............ 117,525 124,798 — —
Estimated impact of the 53 week on the number of

funeral services performed. . . .................. — (2,421) — —
Number of funeral services performed adjusted for the

impact of the 53 week . .. .......... ... ...... 117,525 122,377 (4,852) 4.0)%
Average revenue per funeral service ............... $ 4024 $3939 § 85 2.2%
Pre-need funeral contracts written (in millions) ....... $ 1795 § 164.8 — —
Estimated impact of the 53" week on pre-need funeral

contracts written (in millions) .................. $ — % (30 — —
Pre-need funeral contracts written adjusted for the

impact of the 53 week (in millions) ............. $ 1795 $ 1618 $17.7 11.0%
Pre-need funeral conversion (percentages) . .......... 26 26 — —
Cemetery — Other Information
Pre-need cemetery contracts written (in millions) . . . . . . $ 8.8 $§ 829 — —
Estimated impact of the 53" week on pre-need cemetery

contracts written (in millions) .................. $ (1.7) — —
Pre-need cemetery contracts written adjusted for the

impact of the 53 week (in millions) ............. $ 88 § 812 $ 56 6.9%
Number of cemetery interments . ................. 46,272 47,693 — —
Estimated impact of the 53" week on the number of

cemetery interments .. ... ... ... ... — (909) — —
Number of cemetery interments adjusted for the impact

of the 531 week ..o vv v 46,272 46,784 (512) (1.1)%

Continuing Operations

As there have been no material acquisitions or construction of new locations in 2004 and 2003, results
from continuing operations reflect those of “same site” locations.

Consolidated revenue of $716.8 million for the 52 weeks ended January 1, 2005, decreased by
$3.5 million, or 0.5%, compared to $720.3 million for the 53 weeks ended January 3, 2004. After adjusting
for an estimated impact of $14.4 million due to the additional fifty-third week in fiscal 2003 over fiscal
2004, consolidated revenue increased by $10.9 million. This increase is primarily due to a $20.1 million
increase in insurance revenue, partially offset by an $8.9 million and $0.3 million decrease in funeral and
cemetery revenue, respectively. Consolidated gross margin as a percentage of revenue decreased to 17.4%
for the 52 weeks ended January 1, 2005, from 20.0% in 2003.

Funeral revenue of $473.0 million for the 52 weeks ended January 1, 2005, decreased by $18.6 million,
compared to $491.6 million in 2003, partially as a result of an estimated decrease of $9.7 million due to the
additional fifty-third week in 2003 over 2004. After adjusting for the effect of the fifty-third week, funeral
revenue decreased by $8.9 million, primarily as a result of a decrease of 4,852, or 4.0%, in the number of
funeral services performed, partially offset by an increase of $85, or 2.2%, in average revenue per funeral
service performed. The increase in average revenue per funeral service performed was the result of the
Company’s continuing efforts to adjust the Company’s mix of merchandise and services.
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The number of cremation services performed as a percentage of total services performed increased to
35% for the 52 weeks ended January 1, 2005, compared to 34% for 2003, consistent with national trends.
The number of cremation services performed may impact funeral revenue, as the average revenue per
cremation service is typically lower than the average revenue for traditional funeral services.

Funeral gross margin as a percentage of revenue decreased to 20.4% for the 52 weeks ended
January 1, 2005, compared to 23.1% in 2003. The decrease in gross margin was primarily due to the
decrease in funeral revenue and increases in cost of goods sold, wages, and facilities costs, partially offset
by decreases in operating costs and selling expenses. Due to the fixed nature of funeral costs over the short
term, the Company believes that decreases in funeral revenue will not result in a corresponding decrease in
funeral costs and will negatively impact funeral gross margins.

Pre-need funeral contracts written for the 52 weeks ended January 1, 2005, were $179.5 million. After
adjusting for the effect of the fifty-third week, pre-need funeral contracts written for the 53 weeks ended
January 3, 2004, were $161.8 million. The Company is continuing its program to increase pre-need sales.
For both the 52 weeks ended January 1, 2005, and 53 weeks ended January 3, 2004, 26% of funeral volume
was derived from backlog. The Company manages the cash impact of its pre-need funeral sales program
primarily by offsetting direct costs, including commissions paid to counselors, with either general agency
commissions received from third party and related insurance companies or amounts not required to be
trusted. Pre-need funeral sales are important, because over time, they build the foundation for future
funeral revenue and generate positive cash flow when the funeral service is performed.

Cemetery revenue of $163.7 million for the 52 weeks ended January 1, 2005, was $3.8 million, or 2.3%,
lower than cemetery revenue in 2003, primarily due to the following:

(a) An estimated increase of $3.5 million due to the additional fifty-third week in 2003 over 2004.
After adjusting for the effect of the fifty-third week, cemetery revenue of $163.7 million for the
52 weeks ended January 1, 2005, was $0.3 million, or 0.2%, lower than cemetery revenue for the
corresponding period in 2003.

(b) The increase in cemetery at-need service revenue during the 52 weeks ended January 1, 2005,
compared to the corresponding period in 2003, was partially offset by a decrease in other
cemetery revenue. Other cemetery revenue for the 52 weeks ended January 1, 2005, decreased
compared to 2003, because the Company revised its estimates of accrued perpetual care liabilities
and recorded a one-time $3.9 million increase in other cemetery revenue for the 53 weeks ended
January 3, 2004. The one-time $3.9 million adjustment to increase other cemetery revenue was
necessary, because in 2001, in response to a state regulator inquiry, the Company determined that
it had not properly calculated the amount to be trusted for endowment care on the sale of plots.
Endowment care is recorded as a reduction in other cemetery revenue, as amounts trusted are
never available to the Company in the future. To properly recalculate the appropriate perpetual
care liability and its corresponding effect on other cemetery revenue, a significant number of
individual contracts across several states needed to be reviewed, and the perpetual care liability
recalculated against the balance already paid in order to determine the amount of the Company’s
additional liability. The Company prepared its best estimate of the perpetual care liability based
on a sample of contracts from each state in which the issue existed and in 2001, the Company
accrued an estimate for the perpetual care liability of additional required funding of $6.9 million,
with the offset adjusting other cemetery revenue. In 2003, the Company completed its review and
calculation of the required additional funding and adjusted other cemetery revenue and the
perpetual care liability accordingly.

(c) As pre-need cemetery interment rights are recorded in cemetery revenue when sold, an estimate
of the related uncollectible amounts is charged to cemetery revenue. During 2002 and 2003, the
Company’s focused collection efforts resulted in higher collections than anticipated on the pre-
emergence receivables. As a result of the Company’s improvement in actual collections, the
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Company reversed $3.9 million of the allowance for contract cancellations and refunds on
receivables arising from pre-need cemetery interment rights with a corresponding increase to
cemetery revenue for the 53 weeks ended January 3, 2004.

Cemetery gross margin as a percentage of revenue decreased to 14.5% for the 52 weeks ended
January 1, 2005, compared to 17.2% for 2003. For the 52 weeks ended January 1, 2005, wages, and regional
management costs decreased, while cost of goods sold, selling costs, and advertising and promotion
increased compared to 2003. In addition, there was a one-time $3.9 million increase in other cemetery
revenue for the 53 weeks ended January 3, 2004, as discussed above.

Pre-need cemetery contracts written for the 52 weeks ended January 1, 2005, were $86.8 million. After
adjusting for the effects of the fifty-third week in 2003, pre-need cemetery contracts for the 52 weeks ended
January 1, 2005, were $5.6 million higher than in 2003. For the 52 weeks ended January 1, 2005, 67% of
interments were at-need and 33% were pre-need fulfillments. Pre-need cemetery sales may initially
decrease cash flows if the amount of cash initially collected is insufficient to cover the amount required to
be trusted, sales commissions, and other direct costs paid out. However, this cash flow impact is not
significant, as the Company sets minimum down payments, maximum terms and sales commission rates to
maximize cash flow. Pre-need cemetery sales are important, because over time, they generate positive cash
flow and build the foundation for future cemetery revenue.

Insurance revenue for the 52 weeks ended January 1, 2005, increased $19.0 million, or 31.1%,
compared to 2003. After adjusting for the estimated effect of the fifty-third week in 2003, insurance
revenue increased $20.1 million, or 33.6%, primarily due to increases in premiums of $16.6 million,
interest, dividend and other investment income of $1.9 million, and realized investment gains of
$1.6 million. Insurance premium revenue is up in 2004 primarily due to the impact of the Company’s
subsidiary, Rose Hills, beginning to sell the Company’s insurance products. Insurance premiums are
dependent on insurance production, as increases in insurance production generate increased insurance
premiums over time. Insurance production, which represents the insurance segment’s participation in the
Company’s pre-need funeral contracts for the 52 weeks ended January 1, 2005, was $102.8 million
compared to $69.5 million for corresponding period in 2003. Insurance gross margin as a percentage of
revenue increased to 5.9% for the 52 weeks ended January 1, 2005, compared to 2.9% for the
corresponding period in 2003, primarily due to the revenue increase being at a rate higher than that of the
cost increase. The Company expects the insurance gross margin percentage to grow modestly over the near
term.

Interest expense on long-term debt and refinancing costs for the 52 weeks ended January 1, 2005, was
$78.1 million, an increase of $1.6 million compared to the corresponding period in 2003. The effect of
lower effective interest rates and debt repayments made by the Company during 2003 and the 52 weeks
ended January 1, 2005, were partially offset by costs associated primarily with the Company’s refinancing
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of long-term debt that occurred during the 52 weeks ended January 1, 2005, as detailed in the following

table.

52 Weeks Ended 53 Weeks Ended
January 1, 2005  January 3, 2004

(in millions)

Tender premium on the repurchase of the 12.25% Senior unsecured

notes due m 2009 . .. ... $ 325 $ —
Unamortized deferred finance costs expensed relating to the Credit

Agreement that was refinanced . ................ ... ... .. ... 12 —
Unamortized deferred finance costs expensed relating to payments

made on the Credit Agreement during 2004 ... ................ 23 —
Refinancing fees and costs on the Credit Agreement that was

refinanced . ... .. 33 —
Unamortized deferred finance costs expensed relating to the

subordinated bridge loan due in 2005 that was fully repaid ........ 0.9 —
Unamortized premium credited to interest expense on 12.25%

Convertible subordinated notes due in 2012 that was fully retired . .. {7.2) —
Tender premium on the repurchase of the 9.5% Senior subordinated

notes due in 2004 . .. .. L — 1.3
Unamortized discount expensed relating to the 9.5% Senior

subordinated notes due in 2004 that was fully repaid . . . ... ..... .. — 1.4
Fees and costs for early termination of the Company’s previous credit

facility entered into on January 2,2002 .............. ... ... .. 1.5
Interest on long-termdebt . ......... ... .. ... ... .. . o L 45.1 72.3

Total interest on long-term debt and refinancing costs. ... .......... $ 781 $ 76.5

As a result of the debt reduction and lower rates of interest on the Company’s remaining debt, the
Company expects interest expense in 2005, excluding the effects of the tender premium, unamortized
deferred finance costs, and refinancing fees and costs, to decline compared to 2004.

General and administrative expenses for the Company for the 53 weeks ended January 1, 2005, were
$51.2 million, or 7.1% of consolidated revenue, compared to $56.3 million, or 7.8% of consolidated
revenue in 2003. For the 53 weeks ended January 1, 2005, general and administrative expenses included the
following items:

(2)

Incentive compensation for management performance was lower by $2.9 million compared
to 2003.

(b) Legal fees were lower by $1.3 million compared to 2003, primarily due to a smaller number of

(©

outstanding legal claims and improved management of legal costs by the Company’s internal legal
department.

The Company collected $1.2 million of corporate receivables that were previously fully reserved
against.

(d) Accounting costs including audit fees increased by $2.1 million compared to 2003, due to

(e)

additional accounting and audit work required pursuant to the Sarbanes-Oxley Act of 2002 and
FIN No. 46R.

The Company has a significant portion of its corporate and administrative functions in Canada.
Expenses for these functions are paid principally in Canadian dollars. Due to the weakening of
the US dollar against the Canadian dollar during 2004, the Company estimates that foreign
exchange rate movements resulted in an additional $3.5 million in general and administrative
expense for the 52 weeks ended January 1, 2005, compared to 2003, partially offset by

26



$0.8 million in foreign exchange gains that resulted from the Company’s foreign exchange
derivatives program to hedge a portion these Canadian corporate and administrative costs.

For the 53 weeks ended January 3, 2004, general and administrative expenses included the following
items affecting the comparison with 2004:

(a) General and administrative expenses were increased by a $10.0 million reserve for a receivable
from a disposition of assets in 2001.

(b) General and administrative expenses were reduced by a $5.0 million reversal of accrued legal
expense, which resulted from a settlement by the Company of an automobile accident suit. In
2000, the suit was filed against the Company claiming both compensation and punitive damages,
as a result of the automobile accident. The Company’s assessment indicated its insurance did not
cover punitive damages and as such, the Company accrued an estimated liability for probable
punitive damages. In 2003, the Company and its insurance company settled with the plaintiffs for
amounts within the Company’s insurance coverage, which included no punitive damages.

(c) At the time of filing for bankruptcy, the Predecessor had a promissory note and non-compete
obligation owing to a group of individuals that was secured by various funeral and cemetery
properties. During the bankruptcy, a dispute arose as to whether the obligations owed by the
Predecessor were fully secured. In the bankruptcy, secured claims were paid in cash; unsecured
claims were paid out of the unsecured claim pool established in the Predecessor’s Plan. The
Predecessor argued the maximum collateral value was less than the amount of the claim and that
therefore, the claim was not fully secured. The individuals argued that the collateral value
exceeded the value of the claim and that therefore, the claim was fully secured.

This dispute could not be resolved before the Company’s emergence from bankruptcy on
January 2, 2002, and the Company recorded the $9.0 million accrual as if the claims would be
considered fully secured.

During 2003, the Company reached a settlement to pay $4.7 million in cash and in addition, to
allow a portion of the settlement as an unsecured claim to be paid out of the unsecured claim
pool established in the Predecessor’s Plan. As a result of the settlement, the Company reversed
its remaining accrual of $4.3 million.

(d) General and administrative expenses were reduced by $3.1 million as a result of net interest
income received from a tax refund in connection with the audit of the Predecessor’s 1993 through
1998 federal income tax returns.

Income tax benefit for the 52 weeks ended January 1, 2003, was $1.4 million compared to income tax
benefit of $6.5 million for the corresponding period in 2003. The effective tax benefit rate was 27.7% for
the 52 weeks ended January 1, 2005, compared to the effective tax benefit rate of 235.0% for the 53 weeks
ended January 3, 2004. The effective tax rate varied from the statutory rate for the 52 weeks ended
January 1, 2005, primarily due to changes in the ratio of permanent differences to income before income
taxes, losses incurred in certain jurisdictions that did not offset tax expenses in profitable jurisdictions, and
the favorable settlement of income tax audits. For the 53 weeks ended January 3, 2004, the effective
income tax rate varied from the statutory rate, primarily because of a $9.7 million favorable settlement of a
federal income tax audit. Future income and losses may require the Company to record a change in the
valuation allowance of tax assets that were taken into account in determining the net amount of liability for
deferred income taxes recorded on its balance sheet at January 1, 2005. If this occurs, any resulting
increase in the valuation allowance would generally be treated as an additional income tax expense in the
period in which it arises, while any resulting decrease reflecting realization of the benefits of tax assets that
had a corresponding valuation allowance established on January 2, 2002, would be treated as a reduction of
goodwill established on January 2, 2002, with any excess over the value assigned to such goodwill
recognized as a capital transaction.
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In accordance with FAS 142, the Company undertook its annual goodwill impairment review during
the 16 weeks ended October 9, 2004. Goodwill impairment must be further assessed, if a reporting unit’s
carrying amount exceeds its estimated fair value. The Company’s reporting units are funeral, cemetery and
insurance, which are consistent with the Company’s operating segments. All of the Company’s goodwill is
recorded in the funeral reporting unit. As a result of the Company’s annual goodwill impairment review,
there was no indication of goodwill impairment, as the estimated fair value of the funeral reporting unit
exceeded its carrying amount as at October 9, 2004.

At December 31, 2001, the Company had accrued $57.1 million of reorganization costs related to costs
incurred during the Predecessor’s reorganization, as well as costs incurred in connection with the actual
emergence and various related activities. As of January 1, 2005, the balance of $11.9 million of
reorganization costs, primarily consisting of accruals for a trustee fee dispute and legal fee
reimbursements, has been included in accounts payable and accrued liabilities.

Discontinued Operations

Over the previous three fiscal vears, the Company engaged in a strategic market rationalization
assessment to dispose of cemetery and funeral operating locations that did not fit into the Company’s
market or business strategies, as well as under-performing locations and excess cemetery land. The
identification of business operations for disposal is complete. The Company will, on a smaller scale and
over time, continue to assess the Company’s portfolio of funeral and cemetery locations to ensure they
continue to fit in the Company’s strategy. Once a property is added to the disposal list, the Company
expects to complete the sale within one year. As of January 1, 2005, the Company had 18 funeral, six
cemetery and four combination locations, which have not been sold within one year of being added to the
disposal list. The Company has entered into sale agreements for all of these locations, but is awaiting
regulatory approval or purchaser financing arrangements, which have been unexpectedly delayed. The
Company continues to include these locations in discontinued operations of assets held for sale.

During 2003, the Company identified Security Plan Life Insurance Company, its wholly-owned home
service insurance company, as a non-strategic asset as it did not support the Company’s pre-need funeral
sales efforts. The Company’s continuing insurance operations include Mayflower National Life Insurance
Company and National Capital Life Insurance Company, its wholly-owned pre-need life insurance
companies. On June 17, 2004, the Company announced the signing of an agreement by its subsidiary
Mayflower National Life Insurance Company to sell all the outstanding shares of Security Plan Life
Insurance Company for $85.0 million. The sale concluded on October 1, 2004. After payment of applicable
taxes and expenses, and the recapitalization of Mayflower National Life Insurance Company, the Company
utilized $65.0 million of the proceeds to reduce long-term debt. The Company recorded a pre-tax gain on
the sale of $16.0 million for the 52 weeks ended January 1, 2005.

During the 12 weeks ended March 27, 2004, the Company reduced its estimated proceeds on the
group of assets held for sale and as a result recorded an $11.3 million long-lived asset impairment
provision. At that time and previously, the Company expected certain locations to sell as two distinct
groups. One group (“Group A”) included 23 locations while another group (“Group B”) consisted of 93
locations. The Company had a commitment from a single purchaser to purchase all of Group A, and had
interest shown by six different purchasers in bidding on all of Group B. The impairment reviews done for
each of Group A and Group B for the first quarter of the 2004 fiscal year aggregated the carrying values of
the locations within each group to compare against the group’s estimated fair value. In the second quarter
of the 2004 fiscal year, the initial purchaser of Group A declined to purchase some of the locations in
Group A. In addition, the bids received on Group B were significantly below the Company’s expectations,
and the Company determined that the locations would generate higher proceeds if sold in smaller groups
or as individual locations.

The impairment review done in second quarter of the 2004 fiscal year looked at either individual
locations or aggregated locations into different groups than used previously for the impairment review.
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Expected proceeds were estimated for each location or new groups of aggregated locations based on
current purchase commitments, offers or comparable transactions. The aggregate expected proceeds for all
locations held for sale did not change significantly from that used in the previous impairment review.
However, the impairment review of each location or new groups of aggregated locations resulted in
proceeds being higher or lower than the relevant carrying values.

As a result, the Company was required to record a long-lived asset impairment provision of
$11.5 million within discontinued operations for the 12 weeks ended June 19, 2004. During the balance of
the year, most of these assets were sold, resulting in a gain on sale of approximately $11.0 million. Overall,
the Company has recorded an aggregate $15.2 million long-lived asset impairment provision within
discontinued operations for the 52 weeks ended January 1, 2005.

The Company has classified all the locations identified for disposal as assets held for sale in the
consolidated balance sheets and recorded any related operating results, long-lived asset impairment
provisions, and gains or losses recorded on disposition as income from discontinued operations.
Depreciation and amortization is not recorded once an asset has been identified as held for sale. The
Company has also reclassified the prior fiscal periods to reflect any comparative amounts on a similar
basis. All discontinued operations financial information presented under the insurance segment relate to
Security Plan Life Insurance Company.

During the 52 weeks ended January 1, 2005, the Company closed 27 funeral homes and sold
52 funeral homes, 67 cemeteries and one combination location for gross proceeds of $32.4 million.
53 Weeks Ended January 3, 2004 Compared to 52 Weeks Ended December 28, 2002

53 Weeks Ended 52 Weeks Ended 53 Weeks Ended 52 Weeks Ended
January 3, 2004  December 28, 2002  January 3, 2004  December 28, 2002

(in millions) (in millions) (percentages) (percentages)
Revenue
Funeral ................... $491.6 $ 481.6 68.2% 69.6%
Cemetery . ................. 167.6 156.4 233 22.6
Insurance .................. _6_1_1 54.0 _ﬁé __7_8
Total . ................... $720.3 $ 692.0 100.0% 100.0%
Gross margin
Funeral ................... $113.4 $ 106.8 23.1% 22.2%
Cemetery . ................. 28.8 18.9 17.2 12.1
Insurance .................. 1.7 0.6 2.9 1.1
Total . ................... _1;62 126.3 _2[)_0 _B_%
Expenses
General and administrative . . ... 56.3 43.2 78 6.2
Provision for goodwill impairment — 228.3 — 33.0
Provision for asset impairment . . . *11_4 0.5 ﬂ _01
Income (loss) from operations. . . . . 83.2 (145.7) 11.6 (21.0)
Interest on long-term debt . ... ... 76.5 85.0 10.6 12.3
Other expenses (income), net . . . .. 4.0 (6.7) 0.6 (1.0)
Income (loss) before income taxes . . 2.7 (224.0) 0.4 (32.3)
Income taxes . ................ (6.5) (0.5) (0.9) —
Net income (loss) from continuing
operations . ................ 9.2 (223.5) 1.3 (32.3)
Income (loss) from discontinued
operations, net of tax ......... _l_g *(1_0.2) __0_2_ _Qé)
Net income (loss) .. ............ $ 10.8 $(233.7) 1.5% (33.8)%
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Other information for the 53 weeks ended January 3, 2004, and 52 weeks ended December 28, 2002, is
summarized in the following table. The impact of the 539 week was estimated by calculating the weekly
average of the 13 weeks ended January 3, 2004. The Company believes the discussion below regarding the
impact of the 53" week facilitates direct comparability of fiscal year results.

January 3, December 28,
Continuing Operations: 2004 2002 Increase (decrease)

(amount)  (percentages)
Funeral — Other Information

Number of funeral services performed. ... ......... 124,798 125,012 — —
Estimated impact of the 53 week on the number of

funeral services performed ................... (2,421) — — —
Number of funeral services performed adjusted for the

impact of the 539 week. . .................... 122,377 125,012 (2,635) 2.D)%
Average revenue per funeral service . ............. $ 3,939 § 3,853 $ 86 2.2%
Pre-need funeral contracts written (in millions) . ... .. $ 1648 § 1611 — —
Estimated impact of the 53 week on pre-need funeral

contracts written (in millions) . ................ $ (3.0 — — —
Pre-need funeral contracts written adjusted for the

impact of the 53 week (in millions) ............ $ 1618 $ 161.1 § 07 0.4%
Pre-need funeral conversion (percentages).......... 26 24 2 —
Cemetery — Other Information
Pre-need cemetery contracts written (in millions) . . ... $ 89 ¢ 777 — —
Estimated impact of the 53° week on pre-need

cemetery contracts written (in millions) . ......... $ (17 — — —
Pre-need cemetery contracts written adjusted for the

impact of the 53" week (in millions) ............ $ 812 § 717 $ 35 4.5%
Number of cemetery interments . ................ 47,693 51,097 — —
Estimated impact of the 53* week on the number of

cemetery INterments . . ....... ..o vt (909) — — —
Number of cemetery interments adjusted for the

impact of the 539 week. ..................... 46,784 51,097 (4,313) 84)%

Continuing Operations

As there have been no material acquisitions or construction of new locations in 2003 and 2002, results
from continuing operations reflect those of “same site” locations.

Consolidated revenue of $720.3 million for the 53 weeks ended January 3, 2004, increased by
$28.3 million, or 4.1%, compared to $692.0 million in 2002, primarily as a result of an increase of
$13.9 million in funeral, cemetery and insurance revenue and an estimated increase of $14.4 million due to
the additional fifty-third week in fiscal 2003 over fiscal 2002. Consolidated gross margin as a percentage of
revenue increased to 20.0% for the 53 weeks ended January 3, 2004, from 18.3% in 2002. The percentage
increase in gross margin is attributed to the increases in the gross margins of all businesses.

Funeral revenue of $491.6 million for the 53 weeks ended January 3, 2004, increased by $10.0 million,
compared to $481.6 million in 2002, primarily as a result of an estimated increase of $9.7 million due to the
additional fifty-third week in 2003 over 2002. After adjusting for the effect of the fifty-third week, funeral
revenue increased slightly by $0.3 million, primarily as a result of the increase of $86, or 2.2%, in average
revenue per funeral service performed, partially offset by a decrease of 2,635, or 2.1%, in the number of
funeral services performed. The increase in average revenue per funeral service performed was achieved
through adjusting the Company’s mix of merchandise and services. After adjusting for the effect of the
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fifty-third week, the number of funeral services performed during the second half of 2003, increased by
396, or 0.6%, over the second half of 2002. The Company believes that the second half increase in the
number of funeral services performed was the result of the Company’s overall efforts to improve the level
of internal growth.

The number of cremation services performed as a percentage of total services performed increased to
34% for the 53 weeks ended January 3, 2004, compared to 33% for 2002. This increase reflects the
increasing trend in consumer preferences for cremation services. The number of cremation services
performed may impact funeral revenue, as the average revenue per cremation service is typically lower
than the average revenue for traditional funeral services.

Funeral gross margin as a percentage of revenue increased to 23.1% for the 53 weeks ended
January 3, 2004, compared to 22.2% in 2002. Decreases in regional management costs, administration,
operating costs, and advertising and promotion costs for the 53 weeks ended January 3, 2004, compared to
2002, were partially offset by increases in insurance, benefits and wage costs. Due to the fixed nature of
funeral costs over the short term, the Company believes that decreases in funeral revenue will not result in
a corresponding decrease in funeral costs and will negatively impact funeral gross margins.

Pre-need funeral contracts written for the 53 weeks ended January 3, 2004, were $164.8 million. After
adjusting for the effect of the fifty-third week, pre-need funeral contracts written for the 53 weeks ended
January 3, 2004, were $161.8 million, compared to $161.1 million in 2002. The increase in pre-need funeral
contracts written of $0.7 million was primarily due to the Company’s continuing program to increase
pre-need sales. For the 53 weeks ended January 3, 2004, 26% of funeral volume was derived from backlog,
compared to 24% in 2002. The Company manages the cash impact of its pre-need funeral sales program
primarily by offsetting direct costs, including commissions paid to counselors, with either general agency
commissions received from third party and related insurance companies or amounts not required to be
trusted. Pre-need funeral sales are important, because over time, they build the foundation for future
funeral revenue and generate positive cash flow when the funeral service is performed.

Cemetery revenue of $167.6 million for the 53 weeks ended January 3, 2004, was $11.2 million, or
7.1%, higher than cemetery revenue in 2002, primarily due to the following:

(a) An estimated increase of $3.5 million due to the additional fifty-third week in 2003 over 2002.

(b) The Company revised its estimates of accrued perpetual care liabilities and recorded a one-time
$3.9 million increase in cemetery revenue for the 53 weeks ended January 3, 2004. The one-time
$3.9 million adjustment to increase cemetery revenue was necessary, because in 2001, in response
to a state regulator inquiry, the Company determined that it had not properly calculated the
amount to be trusted for endowment care on the sale of plots. Endowment care is recorded as a
reduction in cemetery revenue, as amounts trusted are never available to the Company in the
future. To properly recalculate the appropriate perpetual care liability and its corresponding
effect on cemetery revenue, a significant number of individual contracts across several states
needed to be reviewed, and the perpetual care liability recalculated against the balance already
paid in order to determine the amount of the Company’s additional liability. The Company
prepared its best estimate of the perpetual care liability based on a sample of contracts from each
state in which the issue existed and in 2001, the Company accrued an estimate for the perpetual
care liability of additional required funding of $6.9 million, with the offset adjusting cemetery
revenue. In 2003, the Company completed its review and calculation of the required additional
funding and adjusted cemetery revenue and the perpetual care liability accordingly.

(c) As pre-need cemetery interment rights are recorded in cemetery revenue when sold, an estimate
of the related uncollectible amounts is charged to cemetery revenue. During 2002 and 2003, the
Company’s focused collection efforts resulted in higher collections than anticipated on the
pre-emergence receivables. As a result of the Company’s improvement in actual collections, the
Company reversed $3.9 million of the allowance for contract cancellations and refunds on
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receivables arising from pre-need cemetery interment rights with a corresponding increase to
cemetery revenue.

In addition, pre-need space sales and recognition of pre-need merchandise were higher, but were
partially offset by declines in trust and finance income. Cemetery revenue for the 53 weeks ended
January 3, 2004, from the Company’s Rose Hills operations was $52.0 million, which was higher than in
2002, primarily due to higher sales of space and merchandise at the higher end of the product range.

Cemetery gross margin as a percentage of revenue increased to 17.2% for the 53 weeks ended
January 3, 2004, compared to 12.1% for 2002, primarily as a result of the changes in cemetery revenue
discussed above. For the 53 weeks ended January 3, 2004, wages, benefit, regional management, operating
and other costs decreased, while facilities and selling costs increased compared to 2002. The Company’s
ongoing initiative to improve operational efficiencies contributed to the containment of cost increases.

Pre-need cemetery contracts written for the 53 weeks ended January 3, 2004, were $82.9 million. After
adjusting for the effect of the fifty-third week, pre-need cemetery contracts for the 53 weeks ended
January 3, 2004, were $81.2 million, $3.5 million higher than in 2002. The increase in pre-need cemetery
contracts written was primarily due to the Company’s continuing program to increase pre-need sales. For
the 53 weeks ended January 3, 2004, 68% of interments were at-need and 32% were pre-need fulfillments.
Pre-need cemetery sales may initially decrease cash flows if the amount of cash initially collected is
insufficient to cover the amount required to be trusted, sales commissions and other direct costs paid out.
However, this cash flow impact is not significant, as the Company sets minimum down payments, maximum
terms and sales commissions rates to maximize cash flow. Pre-need cemetery sales are important, because
over time, they generate positive cash flow and build the foundation for future cemetery revenue.

Insurance revenue for the 53 weeks ended January 3, 2004, increased $7.1 million, or 13.2%,
compared to 2002. After adjusting for the estimated effect of the fifty-third week in 2003, insurance
revenue increased $6.0 million, or 11.1%, primarily due to increases in premiums of $5.2 million, and
interest, dividend and other investment income of $1.2 million, partially offset by a $0.4 million decrease in
realized-investment gains. Insurance premiums are dependent on insurance production, as increases in
insurance production generate increased insurance premiums over time. Insurance production, which
represents its participation in the Company’s pre-need funeral contracts for the 53 weeks ended January 3,
2004, was $69.5 million compared to $65.7 million for 2002. Insurance gross margin as a percentage of
revenue increased to 2.9% for the 53 weeks ended January 3, 2004, compared to 1.1% for 2002, primarily
due to the revenue increase being at a rate higher than that of the cost increase. The Company expects the
Insurance gross margin percentage to grow modestly over the near term.

Interest expense and refinancing costs on long-term debt for the 53 weeks ended January 3, 2004, was
$76.5 million, a decrease of $8.5 million compared to 2002, primarily reflecting the effect of debt
repayments made by the Company during the 52 weeks ended December 28, 2002, and during the
53 weeks ended January 3, 2004, which were partially offset by costs associated primarily with the
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Company’s refinancing of long-term debt that occurred during the 53 weeks ended January 3, 2004, as
detailed in the following table.

53 Weeks Ended 52 Weeks Ended
January 3, 2004  December 28, 2002

(in millions)

Tender premium on the repurchase of the 9.5% Senior subordinated

notes due in 2004 . . . ... 13 —
Unamortized discount expensed relating to the 9.5% Senior

subordinated notes due in 2004 that was fully repaid ........... 1.4 —
Fees and costs for early termination of the Company’s previous credit

facility entered into on January 2,2002 . .. .. ... ... ... ... 1.5 —
Interest on long-termdebt . .. ... ... ... ... .. . ... .. 72.3 85.0
Total interest on long-term debt and refinancing costs .. .......... $76.5 $85.0

General and administrative expenses for the Company for the 53 weeks ended January 3, 2004, were
$56.3 million, or 7.8% of consolidated revenue, compared to $43.2 million, or 6.2% of consolidated
revenue in 2002. For the 53 weeks ended January 3, 2004, general and administrative expenses included the
following items affecting the comparison with 2003:

(a)
(b)
©

(d)

()

A $10.0 million reserve was taken against receivables that arose from a disposition of assets in
2001.

Additional incentive costs of $9.4 million for management performance in accordance with
approved compensation plans.

General and administrative expenses were reduced by a $5.0 million reversal of accrued legal
expense, which resulted from a settlement by the Company of an automobile accident suit. In
2000, the suit was filed against the Company claiming both compensation and punitive damages,
as a result of the automobile accident, The Company’s assessment indicated its insurance did not
cover punitive damages and as such, the Company accrued an estimated liability for probable
punitive damages. In 2003, the Company and its insurance company settled with the plaintiffs for
amounts within the Company’s insurance coverage, which included no punitive damages.

At the time of filing for bankruptcy, the Predecessor had a promissory note and non-compete
obligation owing to a group of individuals that was secured by various funeral and cemetery
properties. During the bankruptcy, a dispute arose as to whether the obligations owed by the
Predecessor were fully secured. In the bankruptcy, secured claims were paid in cash; unsecured
claims were paid out of the unsecured claim pool established in the Predecessor’s Plan. The
Predecessor argued the maximum collateral value was less than the amount of the claim and that
therefore, the claim was not fully secured. The individuals argued that the collateral value
exceeded the value of the claim and that therefore, the claim was fully secured.

This dispute could not be resolved before the Company’s emergence from bankruptcy on
January 2, 2002, and the Company recorded the $9.0 million claim as if it would be considered
fully secured.

During 2003, the Company reached a settlement to pay $4.7 million and in addition, to allow a
portion of the settlement as an unsecured claim to be paid out of the unsecured claim pool
established in the Predecessor’s Plan. As a result of the settlement, the Company reversed its
remaining accrual of $4.3 million.

General and administrative expenses were reduced by $3.1 million as a result of net interest
income received from a tax refund in connection with the audit of the Predecessor’s 1993 through
1998 federal income tax returns.
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During the Company’s reorganization proceedings, the Company and one of its primary insurers,
“CNA,” had a dispute pertaining to existing collateral supporting the Company’s underlying insurance
claims activity. The Company believed that the insurance provider held excess collateral based on the level
of claims processed. Accordingly, the Company estimated an expected recovery of $2.9 million based on its
available books and records. During 2002, after further analysis and negotiations, the Company reached a
settlement for the return of $7.5 million of excess collateral. Accordingly, the Company recorded the
additional receivable of 3$4.6 million balance with an offsetting credit recorded in general and
administrative expenses for the 52 weeks ended December 28, 2002.

The Company has a significant portion of its corporate and administrative functions in Canada.
Expenses for these functions are paid principally in Canadian dolars. Due to the weakening of the US
dollar against the Canadian dollar during 2003, the Company estimates that foreign exchange rate
movements resulted in an additional $5.0 million in general and administrative expense for the 53 weeks
ended January 3, 2004, compared to 2002.

Income tax benefit for the 53 weeks ended January 3, 2004, was $6.5 million compared to $0.5 million
in 2002. The Company’s effective tax rate for the 53 weeks ended January 3, 2004, varied from the
statutory tax rate, primarily because the Company favorably settled a federal income tax audit during 2003.
The Company received and recognized a $9.7 million tax benefit for the 53 weeks ended January 3, 2004,
in connection with the audit of the Predecessor’s 1993 through 1998 federal income tax returns. Future
income and losses may require the Company to record a change in the valuation allowance of tax assets
that were taken into account in determining the net amount of liability for deferred income taxes recorded
on its balance sheet at January 3, 2004. If this occurs, any resulting increase in the valuation allowance
would generally be treated as an additional income tax expense in the period in which it arises, while any
resulting decrease reflecting realization of the benefits of tax assets that had a corresponding valuation
allowance established on January 2, 2002, would be treated as a reduction of goodwill established on
January 2, 2002, with any excess over the value assigned to such goodwill recognized as a capital
transaction.

Previously, the Company designated certain parcels of surplus real estate as probable for sale, as they
do not meet the Company’s future geographic and strategic objectives. During the 53 weeks ended
January 3, 2004, the Company determined that the carrying amounts of certain of these parcels of the
surplus real estate exceeded the fair market value, less estimated costs to sell. Accordingly, the Company
recorded a long-lived asset impairment provision of $4.4 million for the 53 weeks ended January 3, 2004.
As of January 3, 2004, the carrying value of real estate held as probable for sale was $20.0 million.

In accordance with the FAS 142, the Company undertook its annual goodwill impairment review
during the 16 weeks ended October 4, 2003. Goodwill impairment is deemed to exist, and must then be
further assessed, if a reporting unit’s carrying amount exceeds its estimated fair value. The Company’s
reporting units are funeral, cemetery and insurance, which are consistent with the Company’s operating
segments. All of the Company’s goodwill is recorded in the funeral reporting unit. As a result of the
Company’s annual goodwill impairment review, there was no indication of goodwill impairment, as the
estimated fair value of the funeral reporting unit exceeded its carrying amount as of October 4, 2003.

At December 31, 2001, the Company had accrued $57.1 million of reorganization costs related to costs
incurred during the Predecessor’s reorganization, as well as costs incurred in connection with the actual
emergence and various related activities. Although the Company had expected to pay out the $57.1 million
during 2002, delays experienced in the completion of the reorganization process resulted in a remaining
balance of $26.3 million at December 28, 2002. The Company has paid or adjusted accruals of
$13.2 million for the 53 weeks ended January 3, 2004, leaving a total accrual of $13.1 million at January 3,
2004. Though emergence occurred on January 2, 2002, it is the Company’s continuing responsibility to
resolve allowed amounts for unresolved claims. The unresolved claims relate to the allocation of payments
approved by the United States Bankruptcy Court for the District of Delaware and do not impact the
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Company’s obligations under the settlement process. The continuing expenditures continue to be paid and
charged against the accrual to complete the remaining reorganization procedures.

Discontinued Operations

During the 53 weeks ended January 3, 2004, the Company identified 124 funeral, 45 cemetery and
four combination locations for disposal. The funeral locations included all 39 funeral locations in the
United Kingdom, as they were not strategic to the Company’s long-term objective to focus capital and
management resources in North America. The Company also identified for disposal Security Plan Life
Insurance Company, its wholly-owned home service insurance company, which was not a strategic asset, as
it did not support the Company’s pre-need funeral sales efforts. The Company’s continuing insurance
operations include Mayflower National Life Insurance Company and National Capital Life Insurance
Company, its wholly-owned pre-need life insurance companies.

As of January 3, 2004, the Company had 64 funeral, 72 cemetery and four combination locations in
North America for disposal. Security Plan Life Insurance Company also remained for sale. The Company’s
39 funeral locations in the United Kingdom were sold on October 20, 2003.

The Company has classified all the locations identified for disposal as assets held for sale in the
consolidated balance sheets and recorded any related operating results, long-lived asset impairment
provisions, and gains or losses recorded on disposition as income from discontinued operations. The
Company has also reclassified the prior fiscal year to reflect any comparative amounts on a similar basis,
including locations sold in 2002. All discontinued operations financial information presented under the
insurance segment relate to Security Plan Life Insurance Company.

Pre-need Funeral and Cemetery Backlog for Continuing Operations

The Company’s backlog represents pre-need funeral and cemetery arrangements with customer
families. These arrangements are subject to trust or insurance funding requirements. The activities in the
Company’s funeral backlog, excluding the effects of unrealized gains and losses on trust investments, were
as follows:

52 Weeks Ended 53 Weeks Ended
January 1, 2005 January 3, 2004

(in thousands)

Funeral backlog:

Beginning balance. ........... ... . e $1,227,126 $1,147,570
Sales, netof cancellations . ... .. ... i 156,466 156,897
Maturities . .. ... i e (130,129) (128,389)
Net increase in insurance benefits and earnings realized on funeral
trust balances . . ... ... . e 25,214 17,448
Change in cancellation reserve. . . . ... ... .o .., (4,025) 21,217
Other. ... 5,312 12,383
Ending balance. . ............ ... ... .. . . ... $1,279,964 $1,227,126
Trust funded . ... .. 351,577 341,168
Third party insurance COmMpamnies . . . ... .. .. ..o eueeunnnnn. .. 656,981 678,480
Subsidiary insurance companies. . . . ....... .. . L., 271,406 207,478

$1,279,964 $1,227,126
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The activities in the Company’s cemetery backlog, excluding the effects of unrealized gains and losses
on trust investments, were as follows:

52 Weeks Ended 53 Weeks Ended
January 1, 2005 January 3, 2004

(in thousands)

Cemetery backlog:

Beginning balance . . . ... ... ... ... $259,496 $248,133
Sales, net of cancellations . . ............. ... .. .. .. ... .... 79,585 77,124
Maturities . . ... ot e e (83,237) (78,333)
Earnings realized on cemetery trust balances . ................ 5,878 3,836
Change in cancellation reserve. . . ......... ... ... ... (16) 313
Other. . .. e — 8,425
Ending balance. . . ...t $261,706 $259,496

Liquidity and Capital Resources
Cash Flows

The Company derives the majority of its cash from at-need funeral and cemetery revenue. Cash flow
is also impacted by the funeral and cemetery pre-need activities. Pre-need funeral and cemetery activities
are discussed in detail in Item 1. “Business” and Notes 3, 4 and 5 to the Company’s Consolidated Financial
Statements included in Item 8.

Net cash from continuing operating activities was $103.7 million for the 52 weeks ended January 1,
2005, compared to $137.3 million for 2003. The decrease is primarily due to increases in the net payment of
taxes by $15.4 million and a decrease of $5.2 million in withdrawals of excess funds from funeral and
cemetery trusts. In addition, for 2003, there was a $7.5 million cash receipt of a legal claim settlement.

The Company’s insurance subsidiaries are subject to certain state regulations that restrict
distributions, loans and advances from such subsidiaries to the Company and its other subsidiaries.
Dividends are only distributable after regulatory approval is obtained. The cash inflows from operations of
the insurance subsidiaries are primarily generated from insurance premiums, all of which are invested in
insurance invested assets.

Net cash used in continuing investing activities was $67.8 million for the 52 weeks ended January 1,
2005, compared to $53.4 million for 2003. There was an increase in the net purchase of insurance invested
assets, which consist of fixed income investments. The change in insurance invested assets results from
investment of policy premiums received, and sales and maturities of securities. In addition, capital
expenditures increased to $37.2 million for the 52 weeks ended January 1, 2005, and are expected to be
between $30.0 million and $35.0 million in 2005.

Net cash used in continuing financing activities was $192.5 million for the 52 weeks ended January 1,
2005, compared to $128.4 million for 2003. The increase was primarily due to higher net repayment of debt
during 2004.

The net increase in cash from discontinued operations was $124.4 million for the 52 weeks ended
January 1, 2005, primarily due to the sale of Security Plan Life Insurance Company for $85.0 million.

The Company completed the sale of Security Plan Life Insurance Company on October 1, 2004, for
gross proceeds of $85.0 million. The Company recorded a pre-tax gain on the sale of $16.0 million, and
after payment of applicable taxes and expenses, and the recapitalization of Mayflower National Life
Insurance Company, realized net proceeds of $65.0 million, which the Company utilized to reduce
long-term debt.
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The Company expects to complete the sale of its funeral homes, cemeteries and real estate held for
sale in 2005, with the majority of expected proceeds of approximately $25.0 million used to further reduce
long-term debt. Actual amounts could significantly differ from these estimates, as the assets held for sale
and proceeds may change as a result of further negotiations with potential buyers.

As of January 1, 2003, the Company’s cash balance was $9.4 million and the amount available under
the Credit Agreement’s $75.0 million revolving credit facility (the “Revolving Credit Facility”) was
$75.0 million, less $10.0 million in outstanding letters of credit. The Company’s debt repayment obligation
in 2005 is $9.1 million and aggregates $262.0 million over the next five years. The Company believes that
the Revolving Credit Facility, together with existing cash, cash flow from operations and expected cash
proceeds from the sale of discontinued operations, will be sufficient to meet the Company’s anticipated
capital expenditures, working capital requirements and debt repayment obligations in both the near and
intermediate terms.

Long-Term Indebtedness

The change in the Company’s carrying amounts of long-term indebtedness is as follows:

Long-Term Long-Term
Indebtedness Indebtedness
Carrying Valne Net increase Carrying Value
Issue January 3, 2004 {decrease) January 1, 2005
(in millions) (in millions) (in millions)
Revolving credit facility (a) .. .. ..............ou... $ — $ — $ —
Senior secured Term Loan B due in 2009 (a) . ... .... .. 2459 0.9 246.8
7.75% Senior unsecured notes due in 2012 (b)......... — 200.0 200.0
12.25% Senior unsecured notes due in 2009 (¢) ........ 330.0 (325.5) 4.5
12.25% Convertible subordinated notes due in 2012 (d) . . 31.9 (31.9) —
Promissory notes and capitalized obligations (e)........ 231 (10.8) 123
Carrying amounts . . ...t $630.9 $(167.3) $463.6

(a) On September 17, 2003, the Company entered into the Credit Agreement, which was funded on
September 29, 2003, and included a $275.0 million term loan (the “Term Loan B”) and a $50.0 million
revolving credit facility, to replace its previous credit facility. On January 23, 2004, the Company
amended the Credit Agreement to, among other things:

(i) Permit the repayment of the 12.25% Convertible subordinated notes, due in 2012.

(ii) Reduce the applicable Term Loan B interest rate by 0.50% from LIBOR, plus 3.25% to LIBOR,
plus 2.75%, or base rate, plus 2.25% to base rate, plus 1.75%.

On August 19, 2004, the Company further amended the Credit Facility to, among other things:
(i) Increase the principal amount of the Term Loan B to $368.0 million,

(ii) Increase the amount available under the Revolving Credit Facility to $75.0 million, of which
$25.0 million is available in the form of letters of credit.

(iii) Permit the Company to repay the subordinated bridge loan, due in 2005 (the “Bridge Loan™) and
redeem the 12.25% Senior unsecured notes, due in 2009 (the “Seven-Year Unsecured Notes”).
On August 19, 2004, the Bridge Loan was fully repaid and terminated.

(iv) Permit the Company to issue new senior unsecured notes in the principal amount of
$200.0 million.
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(v) Reduce the applicable Term Loan B interest rate to LIBOR, plus 2.50%, or base rate, plus
1.50%, provided the Company meets a specified consolidated leverage ratio.

(vi) Extend the Term Loan B maturity date to September 29, 2009, and reduce the amortization
payments.

On December 3, 2004, the Company further amended the Credit Facility to, among other things,
further reduce the applicable Term Loan B interest rate to LIBOR, plus 2.00%, or base rate,
plus 1.00%.

(b) On August 19, 2004, the Company issued the Eight-Year Senior Unsecured Notes in a transaction
exempt from registration under the Securities Act of 1933.

(c) On April 21, 2004, the Company repurchased the principal amount of $9.3 million of the Seven-Year
Unsecured Notes at a premium of $1.1 million, plus accrued interest. On August 19, 2004, the
Company repurchased the principal amount of $316.2 million at a premium of $31.3 million, plus
accrued interest. On January 3, 2005, the Company repurchased the remaining principal amount of
$4.5 million at a premium of $0.3 million, plus accrued interest.

(d) On January 23, 2004, the Company terminated its obligations under the 12.25% Convertible
subordinated notes, due in 2012, which were fully redeemed, at par, on February 23, 2004.

(e) The change represents the net amount of repayments, increases in debt, foreign exchange and other
adjustments.

The Credit Agreement and the Eight-Year Senior Unsecured Notes are guaranteed by substantially all
of the Company’s wholly-owned U.S. subsidiaries, other than the Company’s insurance subsidiaries and
certain other excluded subsidiaries. Alderwoods Group, Inc., the parent company, has no independent
assets or operations, and the guarantees of its guarantor subsidiaries are full and unconditional, and joint
and several.

Financial covenants under the Credit Agreement require the Company to maintain a minimum
interest coverage ratio and fixed charge coverage ratio, and not to exceed a maximum leverage ratio. As of
January 1, 2005, the Company met all of the financial covenants required by the Credit Agreement.

Pursuant to the indenture governing the Eight-Year Senior Unsecured Notes, the Company has
entered into a registration rights agreement (the “Registration Rights Agreement”). Pursuant to the
Registration Rights Agreement, the Company is required, on or prior to May 16, 2005, to file an exchange
offer registration statement in an appropriate form under the Securities Act of 1933 with the
U.S. Securities and Exchange Commission. Upon the effectiveness of the exchange offer registration
statement, the Company will offer holders of the Eight-Year Senior Unsecured Notes the opportunity to
exchange their notes for notes with substantially identical terms covered by the exchange offer registration
statement. In the event (i) the Company fails to timely file an appropriate registration statement, (ii) the
registration statement is not timely declared effective, (iii) the Company fails to timely consummate the
exchange offer, or (iv) the registration statement is declared effective, but thereafter ceases to be effective
or usable during periods specified in the Registration Rights Agreement (each of (i) through (iv), a
“Registration Default”), then the Company will be subject to liquidated damages within the first 90-day
period immediately following the Registration Default, of 0.25% per annum of the outstanding principal
amount of the Eight-Year Senior Unsecured Notes. The amount of liquidated damages will increase by an
additional 0.25% per annum with respect to each subsequent 90-day period until the Registration Default
has been cured, up to a maximum of 1.00% per annum.
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Contractual Obligations and Commercial Commitments

The following table details the Company’s contractual obligations of continuing and discontinued
operations as of January 1, 2005. Significant changes to long-term debt are discussed above under
“Long-Term Indebtedness.”

Payments Due by Period

More than
Contractual Obligations Total Less than 1 Year 1-3 Years 3 -5 Years 5 Years
(in thousands)
Long-termdebt (a) ................. $451,335 $ 4,509 $ 4,661 $242,165 $200,000
Promissory notes and capitalized
obligations (a){(b) ................ 12,429 4,632 4,442 1,559 1,796
Operating leases (€) .. .............. 44,299 9,202 12,309 7,801 14,987
Purchase obligations (d) ............. 5,133 5,133 — — —
Total ... . $513,196 $23,476 $21,412  $251,525 $216,783

(a) See Note 7 to the Company’s Consolidated Financial Statements.

(b) Promissory notes and capitalized obligations include non-competition agreements and capitalized
lease obligations.

(c) Operating leases are primarily for premises and automobiles, expire over the next one to 28 years, and
are included in Note 11 to the Company’s Consolidated Financial Statements.

(d) Represents obligations for leasehold improvements, furniture and equipment, and other costs for a
newly leased office building. As discussed below, purchase orders are not included in these amounts.

In addition to the operating leases noted in the table above, as of January 1, 2005, the Company
leased approximately 1,270 vehicles under a master operating lease agreement, which has a minimum lease
term of 12 months. The Company’s practice is to continue these leases on a month-to-month basis after the
expiry of the minimum lease term. Lease payments for these vehicles are projected to be $7.4 million
in 2005.

The Company issues purchase orders for the supply of goods and services for its operations. As of
January 1, 2005, there were no significant or unusual purchase orders outstanding. The Company entered
into agreements with certain suppliers of funeral and cemetery merchandise, and office supplies to obtain
volume discounts. However, none of these agreements have committed purchase quantities or prices.

The following table details the Company’s commercial commitments as of January 1, 2005.

Amount of Commitment Expiration Per Period

Total Amounts More than
Commercial Commitments Committed Less than 1 Year 1-3 Years 3 -5 Years 5 Years

(in thousands)

Lines of credit (8) ............... $ — $ — $ — $ — $ —
Standby letters of credit (b) ........ 10,013 10,013 — — —
Total contractual cash obligations . . .. $10,013 $10,013 $ — $ — § —

(a) Relates to the Company’s Revolving Credit Facility described more fully in Note 7 to the Company’s
Consolidated Financial Statements. The expiry date of the Revolving Credit Facility is September 29,
2008.
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(b) Standby letters of credit primarily relate to a court ordered legal claim, surety bonds for various
pre-need sales trusting requirements.

The Company’s forward foreign currency exchange contract and foreign currency option
commitments are described under Item 7A. “— Quantitative and Qualitative Disclosures About Market
Risk.”

Off-Balance Sheet Arrangements

Off-balance sheet arrangements as of January 1, 2005, consist of operating leases noted above under
“Contractual Obligations and Commercial Commitments.”

Other Information
EBITDA from Continuing Operations

The Company’s earnings from continuing operations before interest, taxes, depreciation and
amortization, and provision for goodwill impairment and provision for asset impairment (“EBITDA”) are
presented in the table below and reconciled to the Company’s net income (loss) from continuing
operations. The Company considers EBITDA to be an important supplemental indicator of operating
performance. The Company believes that EBITDA is frequently used by securities analysts, investors and
other interested parties in the evaluation of the operating performance of companies with high yield debt,
and the vast majority of companies with high yield debt present EBITDA when reporting their results. The
Company believes EBITDA facilitates operating performance comparisons from period to period and
company to company by backing out potential differences caused by variations in capital structures
(affecting relative interest expense), tax positions (such as the impact on periods or companies of changes
in effective tax rates or net operating losses), and the age and book depreciation of facilities and
equipment (affecting relative depreciation expense). It is also one basis, subject to certain modifications,
on which compliance with certain of the financial covenants under the Credit Agreement is determined
and some payments under certain of the Company’s compensation plans are calculated. EBITDA is not a
term that has specific meaning in accordance with GAAP and may be calculated differently by other
companies. EBITDA is not a measurement of the Company’s financial performance under GAAP and
should not be considered in isolation, as an alternative to net income, operating income or any other
performance measures derived in accordance with GAAP, or otherwise as a measure of the company’s
profitability, or as an alternative to cash flows from operating activities or otherwise as a measure of the
Company’s liquidity.

EBITDA has limitations as an analytical tool, and should not be considered in isolation, or as a
substitute for analysis of results as reported under GAAP. Some of these limitations are:

« it does not reflect cash expenditures for capital expenditures or contractual commitments;
* it does not reflect changes in, or cash requirements for, working capital;

* it does not reflect the significant interest expense, or the cash requirements necessary to service
interest or principal payments on indebtedness;

* although depreciation and amortization are non-cash charges, the assets being depreciated and
amortized will often have to be replaced in the future, and EBITDA does not reflect cash
requirements for such replacements; and

* other companies, including other companies in the death care industry, may calculate these
measures differently than the Company does, limiting their usefulness as a comparative measure.
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Because of these limitations, EBITDA should not be considered as a measure of discretionary cash
available to the Company to invest in the growth of its business or reduce our indebtedness.

52 Weeks Ended 53 Weeks Ended 52 Weeks Ended
January 1, 2005 January 3, 2004 December 28, 2002
(millions of dollars) (millions of dollars) (millions of dollars)
EBITDA from continuing operations:
Net income (loss) from continuing

OPerations . ... ......c..veuunon... $ (3.8) $ 92 $(223.5)
Incometaxes ....................... (1.5) (6.5) (0.5)
Interest on long-term debt and refinancing '

COSES vttt e e 78.1 76.5 85.1
Depreciation . ...................... 42.1 40.2 377
Provision for goodwill impairment . ... .... — — 2283
Provision for asset impairment . ......... 1. 44 0.6
EBITDA from continuing operations . . . . . . $116.8 $123.8 $ 127.7

Restrictions

The Credit Agreement and the indenture governing the Eight-Year Senior Unsecured Notes restrict
the Company’s ability to engage in asset sales. The Credit Agreement and indenture governing the
Eight-Year Senior Unsecured Notes prohibit dispositions of assets unless the assets disposed of fulfill the
requirements of specified exceptions. The indenture governing the Eight-Year Senior Unsecured Notes
excepts, among other exceptions, assets with a fair market value less than $5.0 million. One specified
exception contained in the Credit Agreement is dispositions of any of a group of identified “discontinued
assets;” another is dispositions of assets not exceeding $35.0 million book value in the aggregate over the
life of the Credit Agreement, provided that (i) the consideration received is at least equal to fair market
value and (ii) not less than 75% of the consideration is paid in cash or cash equivalents. Within 270 days of
the receipt of net proceeds from any such asset sale, the Company has the ability to apply such net
proceeds at its option (or as otherwise required) to invest in non-current operating assets (or enter into
agreements for such investment which agreements are consummated within 360 days of such receipt of
asset sale proceeds). Up to $10.0 million of such net proceeds in any fiscal year (but not in excess of
$35.0 million in the aggregate over the term of the Credit Agreement) may be applied to make capital
expenditures. To the extent the Company receives net proceeds in excess of additional specified thresholds
and such excess is not applied to invest in non-current operating assets or make capital expenditures as
described in the two immediately preceding sentences, the Company must make mandatory repayments
under the Credit Agreement and, after all indebtedness under the Credit Agreement has been repaid,
offer to purchase the Eight-Year Senior Unsecured Notes at a purchase price equal to 100.0% of the stated
principal amount, plus accrued and unpaid interest and Liquidated Damages (as defined in the indenture
governing the Eight-Year Senior Unsecured Notes), if any.

Covenants in the Credit Agreement and the indenture governing the Eight-Year Senior Unsecured
Notes restrict, and under specified circumstances prohibit, the payment of dividends by Alderwoods
Group. The Company is not expecting to pay any dividends on the Common Stock in the foreseeable
future.

The Company’s insurance subsidiaries are subject to certain state regulations that restrict
distributions, loans and advances from such subsidiaries to the Company and its other subsidiaries. The
cash flow used in operations of the insurance subsidiaries for the 52 weeks ended January 1, 2005, was
approximately $22.3 million.
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Continuing and Discontinued Locations

The Company’s number of continuing and discontinued locations by country, state and province as of
January 1, 2005, and the overall totals as of January 1, 2005, and January 3, 2004, are summarized in the
table below.

Number of Continuing Number of Discontinued
Operations Locations Operations Locations Total Number of Locations
Country, State / Province Funeral Cemetery Combination Funeral Cemetery Combination Funeral Cemetery Combination
Canada
British Columbia . ... ........... 17 - 1 1 2 ~ 18 2 1
Alberta ... ... ... . ... .. ... 11 - - - - - 11 - -
Saskatchewan . ................ 23 - - - - - 23 - -
Manitoba . . . ... ... L 3 1 2 - - - 3 1 2
Ontario . . .................. 22 - - - - - 22 - -
Quebec .. ... ... 17 - - - - - 17 - -
NovaScotia . ................. 11 - - - - - 11 - -
Total Canadian . . .. .............. 104 1 3 1 2 - 105 3
United States
Alabama . ... ........... ... ... 8 - 1 - - - 8 - 1
Alaska. . ... ... ... ..... .. 3 - - - - - 3 - -
AMZONA . . v et e 5 - 1 - - - 5 - 1
Arkansas . . ... ... oL 3 - - - - - 3 - -
California. . .................. 4% 1 7 - - - 46 1 7
Colorado . ... ................ 3 1 1 - - - 3 1 1
Connecticut . ... .............. 3 - - - - - 3 - -
Florida ........... .. ... ..... 31 5 8 13 2 44 7 10
Georgia . .. ....... ... ... . ... 25 6 5 - - 25 6 5
Idaho .. ... . ... ... ... . ... .. 4 1 - - - - 4 1 -
Ihinois. . .. .................. 6 16 3 - - 6 17 3
Indiana .. ......... ... ... ... 16 4 1 - - - 16 4 1
Kansas . .................... 7 - - - - - 7 - -
Kentucky . ......... ... ... ... 1 - - - - - 1 - -
Louisiana . .. ....... e 22 2 - - - - 22 2 -
Maryland . . ... ... .. ... ... .. 2 - - - - - 2 - -
Massachusetts . . ... ............ 13 - - - - - 13 - -
Michigan . .. ........ ..., ... .. 12 - - - - - 12 - -
Minnesota . .. ... ... ... 9 1 1 - - 9 1 1
Mississippl . . . . ... 21 1 3 - - 22 1 3
Montana . ................... 4 - - - - - 4 - -
Nevada .. ................... 2 - 1 - - - 2 - -
New Hampshire . . .. ............ 4 - - - - - 4 - -
New Mexico . . ................ 5 - - - - - 5 - -
NewYork. .. ................. 38 1 - - - - 38 1 -~
North Carolina . .. ............. 26 8 3 - - - 26 8 3
Ohio........ ... . ... ... ... 16 4 1 - - - 16 4 1
Oklahoma . ............... ... 18 1 1 - - - 18 1 1
Oregon .. ..o 18 1 3 - - - 18 1 3
Pennsylvania . .. ............... 6 - - - - - 6 - -
RhodeIsland .. ............... 3 - - - - - 3 - -
South Carolina . ............... 6 5 2 - 6 5 2
Tennessee . . .. ... ... .. 31 2 S - - 31 2 5
Texas . . ... 60 4 4 1 63 5 6
Virginmia . . .. ... 22 - - - - 22 - -
Washington . . .. ......... ... ... 21 3 3 - - - 21 3 3
West Virginia .. .. ... ... ... 3 - - - - - 3 - -
Wisconsin. . . ................. - - - - - - - -
PuertoRico .. ................ 3 5 2 - - - 3 S5
Total United States . . . ............ 526 72 56 17 4 4 543 76 60
Overall total, January 1,2005 . . . . . . . .. 630 73 59 18 6 4 648 79 63
Overall total, as of Janvary 3, 2004 . . . .. 665 71 57 64 2 4 729 149 61
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FORWARD-LOOKING STATEMENTS AND RISK FACTORS
Forward-Looking Statements

Certain statements contained in this Annual Report on Form 10-K, including, but not limited to,
information regarding the status and progress of the Company’s operating activities, the plans and
objectives of the Company’s management, assumptions regarding the Company’s future performance and
plans, and any financial guidance provided in this Annual Report on Form 10-K, are forward-looking
statements within the meaning of Section 27A(i) of the Securities Act of 1933 and Section 21E(i) of the
Securities Exchange Act of 1934, The words “believe,” “may,” “will,” “estimate,” “continues,”
“anticipate,” “intend,” “expect” and similar expressions identify these forward-looking statements,
although not all forward-looking statements contain such identifying words. These forward-looking
statements are made subject to certain risks and uncertainties that could cause actual results to differ
materially from those stated. Risks and uncertainties that could cause or contribute to such differences
include, without limitation, those discussed elsewhere in this Annual Report on Form 10-K and particularly
below under “Risk Factors” and above under “Management’s Discussion and Analysis of Financial
Condition and Results of Operations.”

The information appearing in this Annual Report on Form 10-K is accurate only as of the date hereof,
as the Company’s business, financial condition, results of operations or prospects may have changed after
that date, Except as required by law, the Company undertakes no obligation to publicly release any
revisions to these forward-looking statements to reflect events or circumstances after the date hereof or to
reflect the occurrence of unanticipated events. All subsequent written and oral forward-looking statements
attributable to the Company and persons acting on its behalf are qualified in their entirety by the
cautionary statements contained in this section and elsewhere in this Annual Report on Form 10-K.

Risk Factors
In addition to other information in this Annual Report on Form 10-K, the following important factors,
among others, could cause future results to differ materially from estimates, predictions or projections.

Risks Related to the Company’s Debt

The Company’s significant level of debt and interest payment obligations may restrict future operations and
impair the Company’s ability to meet debt obligations.

The significant level of debt and demands on the Company’s cash resources could have material
consequences to the Company’s business, including, but not limited to:

* making it more difficult for the Company to satisfy its financial obligations;

* reducing the availability of the Company’s cash flows to fund its working capital requirements,
capital expenditures, acquisitions, investments and other business activities because the Company
will be required to use a substantial portion of its cash flows to service its debt obligations;

» increasing the Company’s vulnerability to adverse economic and industry conditions;

* increasing the Company’s exposure to interest rate increases because a portion of the Company’s
borrowings is at variable interest rates;

» restricting the Company from making strategic acquisitions or taking advantage of favorable
business opportunities;

* limiting the Company’s flexibility in planning for, or reacting to, changes in its business and
industry; and
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* placing the Company at a competitive disadvantage when compared to competitors with less
relative amounts of debt.

Despite the Company’s significant level of debt, the Company may still be able to incur more debt, which could
intensify the risks described above.

The Company may be able to incur significant amounts of debt in the future, subject to compliance
with its existing financing arrangements. Although the Company’s Credit Agreement and the indenture
governing the Eight-Year Senior Unsecured Notes contain restrictions on the incurrence of additional
debt, debt incurred in compliance with these restrictions could be significant. If new debt is added to the
Company’s and its subsidiaries’ current debt level, the related risks that the Company faces would be
magnified.

The Company may not be able to generate sufficient cash to service all of its debt.

The Company’s ability to make payments on and to refinance its debt depends on its ability to
generate cash in the future, which will be affected by the death rate and general economic, financial,
competitive, legislative, regulatory and other factors beyond the Company’s control. The Company cannot
assure that its business will generate sufficient cash flows from operations or that future borrowings will be
available to it under its Credit Agreement in amounts sufficient to enable it to service its debt at maturity
or otherwise, or to fund its other liquidity needs.

If the Company is unable to meet its debt obligations or to fund its other liquidity needs, the Company
may need to restructure or refinance its debt. The Company’s ability to refinance its debt or obtain
additional financing will depend on:

* its financial condition at the time;
* restrictions in agreements governing its debt; and
* other factors, including financial market or industry conditions.

As a result, it may be difficult for the Company to obtain financing on terms that are acceptable to it,
or at all. Without this financing, the Company could be forced to sell assets under unfavorable
circumstances to make up for any shortfall in its payment obligations. The terms of the Company’s Credit
Agreement and the indenture governing the Eight-Year Senior Unsecured Notes limit the Company’s
ability to sell assets and also restrict the use of proceeds from such a sale. Moreover, substantially all of the
Company’s assets have been pledged to secure repayment of its debt under the Credit Agreement. In
addition, the Company may not be able to sell assets quickly enough or for sufficient amounts to enable it
to meet its obligations.

The Company depends on the cash flows from its subsidiaries to meet its obligations.

Alderwoods Group is a holding company with no independent operations. As a result, Alderwoods
Group depends on its subsidiaries to provide cash flows necessary to service debt obligations at the
Alderwoods Group level. Alderwoods Group’s cash flows and its ability to service its debt depends on the
earnings of its subsidiaries and on the distribution of earnings, loans or other payments to it by these
subsidiaries. The ability of a subsidiary to make any dividend, distribution, loan or other payment to
Alderwoods Group or another subsidiary could be subject to statutory or contractual restrictions. For
example, Alderwoods Group’s insurance subsidiaries are subject to state regulation that restrict
distributions, loans and advances to Alderwoods Group and other subsidiaries. Payments by a subsidiary to
Alderwoods Group or another subsidiary will also be contingent upon earnings and business
considerations of such subsidiary. Because Alderwoods Group depends on the cash flows of subsidiaries to
meet its obligations, these types of restrictions may impair Alderwoods Group’s ability to make scheduled
interest and principal payments on its debt.
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Restrictive covenants in the Company’s Credit Agreement and the indenture governing the Eight-Year
Senior Unsecured Notes may prevent it from pursuing business activities that could otherwise improve its results
of operations.

The terms of the Company’s Credit Agreement and the indenture governing the Eight-Year Senior
Unsecured Notes limit its ability and the ability of its subsidiaries to, among other things:

* incur additional debt;

* pay dividends or make distributions or redeem or repurchase stock;
¢ make investments;

» grant liens;

* make capital expenditures;

¢ enter into transactions with affiliates;

* sell assets; and

* acquire the assets of, or merge or consolidate with, other companies.

The Company’s Credit Agreement also requires it to maintain financial ratios. Complying with these
restrictive covenants and financial ratios, as well as those that may be contained in any future debt
agreements, may impair the Company’s ability to finance its future operations or capital needs or to take
advantage of other favorable business opportunities. The Company’s ability to comply with these restrictive
covenants and financial ratios will depend on its future performance, which may be affected by events
beyond its control. The Company’s failure to comply with any of these covenants or restrictions when they
apply will result in a default under the particular debt instrument, which could permit acceleration of the
debt under that instrument and, in some cases, the acceleration of debt under other instruments that
contain cross-default or cross-acceleration provisions. In an event of default, or in the event of a cross-
default or cross-acceleration, and if the Company is unable to negotiate a waiver with its lenders, the
Company may not have sufficient funds available to make the required payments under its debt. If the
Company is unable to repay amounts owed under the terms of the Credit Agreement, the lenders
thereunder may be entitled to sell most or substantially all of the Company’s assets and the assets of many
of its subsidiaries to satisfy its obligations under the Credit Agreement.

Risks Related to the Company
The Company operates in a highly competitive industry.

The North American death care industry primarily consists of small family-owned businesses. The
death care industry in the United States is made up of approximately 22,000 funeral homes and 10,500
cemeteries. The Company believes the three largest public operators in the death care industry in the
United States, based on total revenue and number of locations, are Service Corporation International,
Alderwoods Group, and Stewart Enterprises, Inc. The Company believes the three largest public death
care companies collectively generate approximately 20% of funeral service revenues in the United States.
The Company’s competition in the markets in which it operates generally arises from one or more of the
above public operators in addition to independent operators of funeral homes and cemeteries for at-need
and pre-need business. The market share of a single funeral home or cemetery in any community is a
function of the name, reputation and location of that funeral home or cemetery although competitive
pricing, professional service and attention, and well-maintained locations are also important. Gains in
market share within a community are usually realized over a number of years, but losses in market share
may occur in a shorter time frame.
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To compete successfully, the Company’s funeral services and cemeteries must maintain good
reputations and high professional standards in the industry, as well as offer attractive products and services
at competitive prices. In addition, the Company must market itself in such a manner as to distinguish it
from its competitors. The Company has historically experienced price competition from independent
funeral home and cemetery operators, and from monument dealers, casket retailers, low-cost funeral
providers and other non-traditional providers of services or products. The intense competition the
Company faces may force it to reduce prices and thereby its profit margins to retain or recapture its
market share. If the Company is unable to successfully compete, its financial condition, results of
operations and cash flows could be materially and adversely affected.

The Company’s investments held in trusts are invested in securities, the value of which is affected by financial
market conditions that are beyond its control.

Cemetery revenue is impacted by perpetual care trust net realized investment income, which the
Company recognizes to the extent of allowed reimbursement from the trust when it performs cemetery
maintenance services. The Company recognizes trust income on funeral and cemetery merchandise and
service trust investments when the underlying pre-need funeral and cemetery contract obligations are
fulfilled. The level of trust income is largely dependent on yields on the investments made with trust funds,
which are subject to financial market conditions and other factors that are beyond the Company’s control.
Trust income is also affected by the mix of fixed income and equity securities the Company chooses to
maintain in the funds, and the Company may not choose the optimal mix for any particular market
condition. If earnings from trust funds decline, the Company would likely experience a decline in future
revenue and cash flow. In addition, if the trust funds experienced significant investment losses, there would
likely be insufficient funds in the trusts to cover the costs of delivering services and merchandise or to
maintain cemeteries in the future. The Company would have to cover any such shortfalls with cash flows
from operations, which could adversely affect its ability to service debt.

The level of pre-need sales and the terms of the Company’s pre-need contracts may adversely impact its results
of operations and cash flows.

The Company recently made significant changes to its pre-need sales force organization. The
Company cannot assure that the changes it has made will not result in a decline in its pre-need sales or that
the Company will continue to be successful in recruiting and retaining qualified sales people. In addition,
depending on the terms of the contract, pre-need sales have the potential to have an initial negative impact
on cash flows because of the commission paid on the sale and the portion of sales proceeds required to be
placed into trust or escrow. The Company’s commission structure emphasizes contracts with positive cash
flows; however, the Company cannot assure that in the future it will not enter into pre-need sales that have
a negative impact on cash flows, which could impair its ability to service debt. A weakening economy that
causes customer families to have less discretionary income could cause a decline in pre-need sales.
Declines in pre-need cemetery property sales would reduce current revenue, and declines in other
pre-need sales would reduce the Company’s pre-need backlog and future revenue and could reduce future
market share.

The Company’s ability to dispose of certain identified properties and operations at prices consistent with its
expectations depends on several factors, many of which are beyond its control. Any changes in expected sales
prices or basis of these properties and operations could result in impairment charges or could adversely affect
the Company’s ability to sell these businesses at prices it is willing to accept.

The Company is currently pursuing the closing of the sale of funeral homes and cemeteries designated
as held for sale in North America, because these properties and operations were either marginal or did not
fit within its long-term strategic growth plans. The Company believes that the closing or sale of those
businesses will enable its management to focus on its most productive operations where its operating
initiatives may bring about the greatest benefits. In addition, the Company will on a smaller scale, and over
time, continue to assess its portfolio of funeral and cemetery locations to ensure they continue to fit in the
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Company’s strategy. The Company cannot assure that it will be able to dispose of these properties and
operations or that buyers will accept its terms, nor can the Company give any assurance that the selling
prices of these properties and operations will not be materially different from its expectations. Any
variance between the anticipated and actual sale prices or changes in the basis of these businesses could
result in the Company taking an impairment charge or loss or gain on actual sale.

Increasing insurance benefits related to pre-need services funded through life insurance or annuity contracts
may not cover future increases in the cost of providing a price guaranteed funeral service.

The Company sells price guaranteed pre-need funeral services at prices prevailing when the
agreements are signed. There is no guarantee that the insurance payout or the annuity contract payout will
cover future increases in the cost of providing a price guaranteed funeral service, which could have an
cffect on the Company’s profit margins.

Fluctuations in the value of the Canadian dollar could result in currency exchange losses.

A significant portion of the Company’s corporate and administrative expenses are payable in
Canadian dollars, while most of the Company’s revenue is generated in U.S. dollars and the Company
reports its financial statements in U.S. dollars. Therefore, a strengthening of the Canadian dollar relative
to the U.S. dollar will adversely affect the Company’s results of operations. Expenses for the Company’s
corporate and administrative functions are paid principally in Canadian dollars and have predictable future
cash outflows (“Foreign Currency Expenditure”). The Company has a program to hedge the variability in
the United States dollar equivalent of a portion of the Foreign Currency Expenditure due to the
fluctuation in the exchange rate between the United States dollar and Canadian dollar (*Foreign Currency
Hedge Program”). The Company uses forward foreign exchange contracts and foreign exchange option
contracts to partially mitigate foreign exchange variability. Under the Foreign Currency Hedge Program,
losses or gains in the Company’s underlying foreign exchange exposure are partially offset by gains or
losses on the forward foreign exchange contracts and foreign exchange option contracts, so as to reduce
the magnitude of foreign exchange transaction gains or losses. Any hedging activities the Company
undertakes may not be successful in mitigating all of this risk.

The Company’s effective income tax rate may vary.

The Company expects that its effective income tax rate for 2005 may vary significantly from the
statutory tax rate because (1) income tax benefits may be offset by an increase in the valuation allowance
due to the uncertainty regarding the ability to utilize the benefits in the future, (2) the losses incurred in
certain jurisdictions may not offset the tax expense in profitable jurisdictions, (3) there are differences
between foreign and United States income tax rates and (4) many tax years are subject to audit by different
tax jurisdictions, which audits may result in additional taxes payable.

Volatility is possible.

There can be no assurance as to the degree of price volatility in the market for the Common Stock and
Warrants. The market price of the Common Stock and Warrants may be subject to significant fluctuations
in response to numerous factors, including variations in the Company’s annual or quarterly financial results
or those of its competitors, changes by financial analysts in their estimates of the future earnings of the
Company, conditions in the economy in general or in the funeral industry in particular or unfavorable
publicity. Additionally, there can be no assurance that the market value of the Common Stock will exceed
the exercise price of the Warrants at any time prior to their expiration.

Dividends are not anticipated; payment of dividends is subject to restriction.

The Company is not expecting to pay any dividends on its Common Stock in the foreseceable future.
Certain institutional investors may only invest in dividend-paying equity securities or may operate under
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other restrictions that may prohibit or limit their ability to invest in the Company’s Common Stock. In
addition, covenants in the Credit Agreement and indenture governing the Eight-Year Senior Unsecured
Notes restrict, and under certain circumstances prohibit, the payment of dividends by the Company.

Certain provisions in the Company’s charter documents have anti-takeover effects.

Certain provisions of the certificate of incorporation and bylaws of the Company, as well as the
General Corporation Law of the State of Delaware, may have the effect of delaying, deferring or
preventing a change in control of the Company. Such provisions, including those providing for the possible
issuance of preferred stock of the Company without stockholder approval, regulating the nomination of
directors and eliminating stockholder action by written consent may make it more difficult for other
persons, without the approval of the Company’s board of directors, to make a tender offer or otherwise
acquire substantial amounts of the Company’s Common stock or to launch other takeover attempts that a
stockholder might consider to be in such stockholder’s best interest.

Failure to achieve and maintain effective internal controls in accordance with Section 404 of the Sarbanes-
Oxley Act could have a material adverse effect on the Company’s access to capital and the market price of the
Company’s Common Stock.

The Company is in the process of completing its evaluation of the effectiveness of its internal control
over financial reporting in order to satisfy the requirements of Section 404 of the Sarbanes-Oxley Act,
which requires management’s assessment of the effectiveness of the Company’s internal control over
financial reporting as of the end of its most recent fiscal year. As permitted by the SEC’s exemptive order
dated November 30, 2004 (Release No. 50754), the Company expects to complete its testing and evaluation
of the effectiveness of its internal control over financial reporting on or before May 2, 2005, and will
include the results of such evaluation in an amendment to its Annual Report on Form 10-K, which
amendment will be filed with the SEC. Management has identified a material weakness in the Company’s
internal control over financial reporting as of January 1, 2005. This material weakness identified relates to
limitations in the capacity of the Company’s accounting and tax resources to identify and react in a timely
manner to new accounting pronouncements and non-routine and complex business transactions, as
discussed below under “Item 9A. Controls and Procedures.” Accordingly, management will not be able to
conclude that the Company’s internal control over financial reporting is effective as of the end of the
Company’s most recently completed fiscal year, and the Company expects that its independent registered
public accounting firm will issue an adverse opinion with respect to internal control over financial
reporting. In addition, during the completion of the Company’s testing and evaluation of its internal
control over financial reporting, additional deficiencies could be determined to be individually or in the
aggregate a material weakness. These factors could have a material adverse effect on the Company’s access
to capital and the market price of the Company’s Common Stock.

Risks Related to the Company’s Industry

Declines in the number of deaths in the Company’s markets can cause a decrease in revenues. Changes in the
number of deaths are not predictable from market to market or over the short term.

Declines in the number of deaths could cause at-need sales of funeral and cemetery services, property
and merchandise to decline, which could decrease revenues. Although the United States Bureau of the
Census estimates that the number of deaths in the United States will increase through 2010, longer
lifespans could reduce the rate of deaths. Changes in the number of deaths can vary among local markets
and from quarter to quarter, and variations in the number of deaths in the Company’s markets or from
quarter to quarter are not predictable.

The growth in the rate of cremations in North America may result in decreased revenue and gross margin.

There is an increasing trend in North America toward cremation. According to the Cremation
Association of North America, approximately 29% of all deaths in 2003 in the United States were followed
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by cremation. This figure has grown at approximately 1% annually since 1997 and is projected to continue
to grow at a comparable rate over the next three to five years. Compared to traditional funeral services,
cremations have historically generated higher gross profit percentages but lower overall revenues. A
substantial increase in the rate of cremations performed by the Company could have a material adverse
effect on its financial condition, results of operations and cash flows.

The funeral home and cemetery industry is highly regulated.

The Company’s operations are subject to regulation, supervision and licensing under numerous
federal, state, provincial and local laws, ordinances and regulations, including extensive regulations
concerning trust funds, pre-need sales of funeral and cemetery products and services, environmental
matters and various other aspects of the business. The impact of such regulations varies depending on the
location of funeral homes and cemeteries. Violations of applicable laws could result in fines or other
sanctions to the Company.

From time to time, federal, state, provincial and local regulatory agencies have considered and may
enact additional legislation or regulations that could affect the Company by increasing costs and
decreasing cash flows. For example, additional legislation or regulations requiring more liberal refund and
cancellation policies for pre-need sales of products and services or prohibiting door-to-door or telephone
solicitation of potential customer families could adversely impact sales, resulting in lower revenue.
Similarly, additional legislation or regulations increasing trust requirements could reduce the amount of
cash available to the Company for other purposes. Additional legislation or regulations prohibiting the
common ownership of funeral homes and cemeteries in the same market could adversely impact both sales
and costs and expenses in the affected markets. If adopted in the states or provinces in which the Company
operates, additional legislation or regulations such as these could have a material adverse effect on the
Company’s financial condition, results of operations and cash flows.

Funeral and cemetery businesses have high fixed costs.

The Company incurs many of the costs of operating and maintaining facilities, land and equipment
regardless of the number of funeral services or interments performed. Because the Company cannot
necessarily decrease these costs when it experiences lower sales volumes, a decline in sales may cause
margins, profits and cash flows to decline at a greater rate than a decline in revenue.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

There have been no material changes in market risks for the 52 weeks ended January 1, 2005,
compared to the 53 weeks ended January 3, 2004.

The Company’s major market risk exposures are to changing interest rates, currency exchange rates
and to equity prices. The market risk exposure discussion below provides information about market-
sensitive financial instruments and constitutes “forward-looking statements,” which involve risks and
uncertainties. Actual results could differ materially from those projected in the forward-looking
statements.

The Company’s exposure to interest rate fluctuations resides primarily in the United States, and the
Company’s exposure to currency exchange rate fluctuations resides primarily in investments and
operations in Canada, which is generally stable politically and economically and is not highly inflationary.

The Company continually monitors and evaluates its mix of floating and fixed rate debt and may, from
time to time, alter the mix of floating to fixed rate debt through the use of derivatives, primarily in the form
of interest rate swap transactions. No such instruments were in place as of January 1, 2005.

The Company has a significant portion of its corporate and administrative functions in Canada.
Expenses for these functions are paid principally in Canadian dollars and have predictable future cash
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outflows. The Company has a program to hedge the variability in the United States dollar equivalent of a
portion of the Foreign Currency Expenditure due to the fluctuation in the exchange rate between the
United States dollar and Canadian dollar. The Company uses forward foreign exchange contracts and
foreign exchange option contracts to partially mitigate foreign exchange variability. Under the Foreign
Currency Hedge Program, losses or gains in the Company’s underlying foreign exchange exposure are
partially offset by gains or losses on the forward foreign exchange contracts and foreign exchange option
contracts, so as to reduce the magnitude of foreign exchange transaction gains or losses.

A 1% change in exchange rates would cause approximately $0.1 million aggregate change in the fair
value of the Company’s forward foreign exchange contracts and foreign exchange option contracts. The
table below presents the notional amounts, weighted average foreign exchange rates, and fair values of the
outstanding forward foreign exchange contracts and foreign exchange option contracts, as of January 1,
200s.

Exchange United Notional Weighted

States Dollars for  Average Exchange Asset
Forward Foreign Exchange Contracts Foreign Currency Rate Fair Value

(foreign currency (dollars in

notional amount thousands)

in thousands)
Functional currency:
Canadian dollar .. ......... . .. $18,000 US$0.7612 US$1,258

As of January 1, 2005, forward foreign exchange contracts with fair values of $1.1 million and
$0.2 million mature during 2005 and 2006, respectively.

Exchange United  Notional Weighted = Notional Weighted

States Dollars for ~ Average Exchange Average Exchange Asset
Foreign Exchange Option Contracts Foreign Currency Rate on Cdn. Calls  Rate on Cdn. Puts  Fair Value

(foreign currency (dollars in

notional amount thousands)

in thousands)
Functional Currency:
Canadian dollar .. ............. $15,100 US$0.8070 US$0.7838 US$829

As of January 1, 2005, foreign exchange option contracts with fair values of $0.7 million and
$0.1 million mature during 2005 and 2006, respectively.

Derivative financial instruments involve credit and market risk. Credit risk arises from the potential
for a counterparty to default on its contractual obligations and is limited to those contracts where the
Company would incur a loss in replacing the defaulted transaction. The Company minimizes this risk by
diversifying through counterparties that are of strong credit quality. The Company does not enter into
derivative financial instruments for trading purposes.

The Company’s debt instrument sensitivity to floating interest rates is based on the Company’s
floating rate debt being based in the United States. Accordingly, changes in U.S. interest rates can affect
the interest paid on the Company’s floating rate debt. As of January 1, 2005, the Company’s total fixed rate
debt is $216.9 million, representing approximately 47% of total debt, and has a weighted average rate of
7.82%. The Company’s floating rate exposure of $246.8 million, represents 53% of total debt and has a
weighted average rate of approximately 4.24%. A 1% change in the applicable floating rate indices would
cause an approximately $2.5 million change in the Company’s annual interest expense.
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The principal cash flows and the related weighted average interest rates for the Company’s long-term
debt as of January 1, 2005, are presented below. The carrying values of the Company’s debt instruments
are included in Note 7 to the Company’s Consolidated Financial Statements.

Expected Maturity Date
2005 2006 2007 2008 2009 Thereafter Total Fair Value
(Dollars in thousands)

Long-term Debt (1)

Fixed rate US$ debt ... $9,142  §2400 $2,042 $ 991 & 567  $201,796  $216,938  $233,980
Average rate . ... ... 797%  183% 181% 1.79% 7.78% 7.77% 7.82%

Floating rate US§ debt . $ —  $1,998  $2,663  $2,663 $239,502 § —  $246,826  $246,826
Averagerate . ... ... —% 424% 424% 424% 4.24% 4.24% 4.24%

(1) The Company is required to maintain a minimum interest coverage ratio and fixed charge coverage
ratio, and not to exceed a maximum leverage ratio. The Company is not to exceed a yearly maximum
on capital expenditures and cemetery development. Adverse operating results could cause the
Company to be unable to achieve these financial ratios and tests, in which event, unless the Company
were able to obtain appropriate waivers with respect to non-compliance, certain of the Company’s
long-term debt would be in default and the holders thereof could accelerate the maturities of
such debt.

The Company’s exposure to both equity markets and interest rates resides primarily in the United
States. The sale of pre-need funeral contracts, pre-need cemetery merchandise and insurance products
results in the Company having significant investment in, and supervising the management of trusts, that
have significant investments in cash and cash equivalents, fixed income and equity securities that are
sensitive to current market prices. Fluctuations in interest rates and equity markets do not result in
significant current income fluctuation, as the income from investments held in pre-need funeral trusts and
pre-need cemetery merchandise trusts does not impact revenue until services are performed. Investments
held in pre-need cemetery merchandise trusts and insurance invested assets are predominately in fixed
income securities. The Company manages the mix of equities and fixed income securities in accordance
with policies set by an investment committee comprised of members of senior management. The
investment committee sets and modifies the mix of investments with the assistance of independent
professional financial advisors. The policy emphasizes a conservative approach while maintaining
acceptable levels of income and capital appreciation.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
Alderwoods Group, Inc.:

We have audited the accompanying consolidated balance sheets of Alderwoods Group, Inc. as at
January 1, 2005 and January 3, 2004, and the related consolidated statements of operations, stockholders’
equity and cash flows for the fifty-two weeks ended January 1, 2005, the fifty-three weeks ended January 3,
2004, and the fifty-two weeks ended December 28, 2002. In connection with our audits of the consolidated
financial statements, we also have audited the information with respect to the Company in financial
statement Schedule II included in Item 15 of the Company’s annual report on Form 10-K. These
consolidated financial statements and financial statement schedule are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these consolidated financial statements and
financial statement schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Alderwoods Group, Inc. as at January 1, 2005 and January 3, 2004, and
the results of its operations and its cash flows for the fifty-two weeks ended January 1, 2005, the fifty-three
weeks ended January 3, 2004, and the fifty-two weeks ended December 28, 2002, in conformity with U.S.
generally accepted accounting principles. Also, in our opinion, the related financial statement schedule,
when considered in relation to the basic financial statements taken as a whole, presents fairly, in all
material respects, the information set forth therein.

As discussed in Note 3 to the consolidated financial statements, the Company changed its method of
accounting for the recognition of interests in variable interest entities and for insurance funded pre-need
funeral contracts. '

/s/ KPMG LLP
Chartered Accountants
Vancouver, Canada

March 24, 2005
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ALDERWOODS GROUP, INC.
CONSOLIDATED BALANCE SHEETS

Expressed in thousands of dollars
except number of shares

January 1, January 3,

2005 2004
ASSETS
Current assets
Cash and cash equivalents .. ... .., $ 9379 § 41612
Receivables, net of allowances . ............. . ... 66,460 58,076
INVEntOries . . .. oot e 16,714 17,339
Other . . e 27,621 25,467
Assetsheld forsale . ... ... .. . . . . e 85,141 441,762
205,315 584,256
Pre-need funeral receivables and trust investments . ................... 335,976 334,730
Pre-need cemetery receivables and trust investments . .. ................ 309,591 313,020
Cemetery PIOPEITY . . .o v vt et et e e 118,619 117,362
Property and equipment .. .......... ... .. 539,879 548,518
Insurance invested aSsetS . . . . ... . e 250,785 196,440
Deferred income tax asSets . . . v v v vt ittt e e 8,160 6,683
Goodwill . . .. e e 321,134 320,640
Cemetery perpetual care trust investments ... ....................... 245,225 —
Other as8elS . . . .o 37,744 31,354

$2,372,428  $2,453,003

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current ljabilities

Accounts payable and accrued liabilities . .. .......... ... .. ........ $ 140,607 $ 154,283
Current maturities of long-termdebt . ...... ... ... ... ... ........ 9,083 10,896
Liabilities associated with assets held forsale ............ ... ........ 63,381 313,258
213,071 478,437

Long-termdebt ... ... . . .. e 454,557 619,956
Deferred pre-need funeral and cemetery contract revenue. .. ............ 82,784 600,664
Non-controlling interest in funeral and cemetery trusts .. ............... 551,957 —
Insurance policy liabilities . .. ............ .. . ... 214,745 172,209
Deferred income tax liabilities . . . . ... ... ... . . . i 20,346 21,414
Other Habilities . ... ... e 21,915 15,430

1,559,375 1,908,110

Non-controlling interest in perpetual care trusts . .. ................... 257,141 —

Stockholders’ equity
Common stock, $0.01 par value, 100,000,000 shares authorized,

40,017,454 issued and outstanding (2003 —39,984979) . ... ... ... ... 400 400
Capital inexcessof parvalue . . ...... .. . ... i 740,210 739,950
Accumulated deficit. . ... ... .. . (213,588)  (222,937)
Accumulated other comprehensive income . ....................... 28,890 27,480

555,912 544,893
$2,372,428  $2,453,003

See accompanying notes to the consolidated financial statements
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ALDERWOODS GROUP, INC,
CONSOLIDATED STATEMENTS OF OPERATIONS

Expressed in thousands of dollars
except per share amounts and number of shares

52 Weeks 53 Weeks 52 Weeks

Ended Ended Ended
January 1, January 3, December 28,
2005 2004 2002
Revenue
Funeral ... ... ... .. . . . . e $472935 $491,612 $ 481,632
CeMEteIY . ¢ . ot et 163,731 167,542 156,381
Insurance . . ... ... . e 80,124 61,127 53,984

716,790 720,281 691,997

Costs and expenses

Funeral .. ... ... . . . 376,646 378,195 374,788
CometeTY . o it 139,919 138,767 137,487
Insurance . . ... .. . e 75,415 59,375 53,375

591,980 576,337 565,650
124,810 143,944 126,347

General and administrative expenses . . .. ................... 51,218 56,281 43,188
Provision for goodwill impairment. ........................ — — 228,281
Provision for asset impairment . ............. ... ... .. ..., 1,922 4,395 563
Income (loss) from operations . ............. ... .. ..., 71,670 83,268 (145,685)
Interest on long-term debt and refinancing costs (Note 7) ....... 78,079 76,453 85,050
Other expense (income), net. ... ...covvvin e, (1,163) 4,056 (6,695)
Income (loss) before income taxes . ........... ... ......... (5,246) 2,759 (224,040)
INCOmMe taxes . . . .. e (1,453) (6,485) (544)
Net income (loss) from continuing operations . ............... (3,793) 9,244 (223,496)
Discontinued operations (Note 19)

Income (loss) from discontinued operations . ............... 19,630 5,985 (4,744)

Income taxes . ... .. e 6,488 4,422 5,504
Income (loss) from discontinued operations. . . ............... 13,142 1,563 (10,248)
Net income (I0SS) . ..o cr vt e $ 9,349 § 10,807 $(233,744)
Basic and diluted earnings (loss) per Common share:

Net income (loss) from continuing operations .............. $ (009) § 023 $ (560)

Income (loss) from discontinued operations .. .............. 0.32 0.04 (0.26)

Netincome (l0SS) . .. ..o v it $§ 023 $§ 027 $ (5.86)
Basic weighted average number of shares outstanding (thousands) . 40,001 39,971 39,916

Diluted weighted average number of shares outstanding
(thousands}) . .......c.. i 41,132 40,465 39,916

See accompanying notes to the consolidated financial statements
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ALDERWOODS GROUP, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

Expressed in thousands of dollars except number of shares

Balance at December 31, 2001
Comprehensive loss:
Net loss
Other comprehensive income:
Foreign currency translation
adjustment, net of income taxes
of $nil
Unrealized gain on insurance
invested assets, net of income
taxes of $8,146
Less: reclassification adjustments
for realized gain on insurance
invested assets included in net
loss, net of income taxes of

$952 ...

Comprehensive loss . . . ...........
Common stock issued:

Stock issued in connection with the
predecessor company’s key
employee retention plan. .. ... ..

Stock issued as compensation in lieu
of cash

Balance at December 28, 2002
Comprehensive income:
Netincome . .................
Other comprehensive income (loss):
Foreign currency translation
adjustment, net of income taxes
of $nil
Unrealized loss on insurance
invested assets, net of income
tax recovery of $2,925. . ......
Less: reclassification adjustments
for realized gain on insurance
invested assets included in net
income, net of income taxes
of $345 ...
Unrealized gain on derivatives, net
of income taxes of $nil . ... ...

Comprehensive income
Common stock issued:
Stock issued in connection with the
settlement of certain unsecured

caims . ..o
Stock issued as compensation in lieu

of cash
Sto&l:k issued under equity incentive

plan

Balance at January 3,2004 . ... ... ..

Accumulated

56

Common  Capital in Other
Stock Excess of Accumulated Comprehensive

Shares Par Value Par Value Deficit Income Total
39,878,870 $399 $738,953 % — 5 — $739,352
(233,744) (233,744)

1,942 1,942

16,863 16,863
(1,769) (1,769)
(216,708)

54,203 704 704
8,198 54 54
39,941,271 399 739,711 (233,744) 17,036 523,402
10,807 10,807

15,187 15,187
(4,790) (4,790)
(642) (642)

689 689

21,251

21,140 1 106 107
18,818 105 105
3750 28 28
39984979  $400 $739,950  $(222,937) $27,480 $544,893



ALDERWOODS GROUP, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY (Continued)

Expressed in thousands of dollars except number of shares

Accumulated
Common  Capital in Other
Stock Excess of Accumulated Comprehensive
Shares Par Value Par Value Deficit Income

Total

Balance at January 3,2004 . ... ... .. 39,984,979  $400  $739,950  $(222,937) $27,480

Comprehensive income:
Netincome . ................. 9,349
Other comprehensive income (loss):
Foreign currency translation
adjustment, net of income taxes
of $mil ... ... L 5,324
Unrealized loss on insurance
invested assets, net of income
tax recovery of $2,770. ... .. .. (2,890)
Less: reclassification adjustments
for realized gain on insurance
invested assets included in net
income, net of income taxes
of $1,214 ... ... L (2,254)
Unrealized gain on derivatives, net
of income taxes of $nil . . ... .. 1,571
Less: reclassification adjustments
for realized gain on derivatives
included in net income, net of
income taxes of $nil . ...... (341

Comprehensive income . ..........
Common stock issued:
Stock issued in connection with the
settlement of certain unsecured
claims . ........... ... ..., 5,977 31
Stock issued as compensation in lieu
ofcash ................... 16,498 173
Stock issued under equity incentive
plan ... L 10,000 56

$544,893

9,349

5,324

(2,890)

(2,254)
1,571

(341)
10,759

31
173
56

Balance at January 1,2005 ......... 40,017,454 $400  $740,210  §(213,588) $28,890

$555,912

See accompanying notes to the consolidated financial statements
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ALDERWOODS GROUP, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Expressed in thousands of dollars

52 Weeks 53 Weeks 52 Weeks
Ended Ended Ended
January 1, January 3,  December 28,
2005 2004 2002
CASH PROVIDED BY (APPLIED TO)
Operations
Net income (I088) . . .« o oo it ittt $ 9,349 $ 10,807 $(233,744)
(Income) loss from discontinued operations, net of tax. ... ... (13,142) (1,563) 10,248
Items not affecting cash
Depreciation ....... ... .. 42,085 40,182 37,712
Amortization of debt issue costs . .................... 10,118 3,220 —
Insurance policy benefit reserves . .................... 40,705 28,772 25,783
Provision for goodwill impairment . . .................. — — 228,281
Provision for asset impairment. ...................... 1,922 4,395 563
Loss (gain) on disposal of assets . .................... (3,530) 1,056 (72)
Deferred income taxes .. ...........covii., (5,126) (1,950) (1,350)
Premium on long-term debt repurchase ................... 32,450 1,266 —
Other, including net changes in other non-cash balances ....... (11,104) 51,112 (9135)
Net cash provided by continuing operations ................ 103,727 137,297 66,506
Net cash provided by discontinued operations . .. ... ......... 15,862 18,478 2,178
119,589 155,775 68,684
Investing
Proceeds on disposition of business assets .. .............. 20,917 11,409 9,913
Purchase of property and equipment . . .................. (37,183)  (25,186) (21,636)
Purchase of insurance invested assets ................... (138,346) (117,689)  (118,594)
Proceeds on disposition and maturities of insurance invested
ASSEES & v e e e 86,763 78,059 82,668
Net cash used by continuing operations . . .. .............. (67,849)  (53,407) (47,649)
Net cash provided by discontinued operations . ............ 108,975 23,694 5,094
41,126 (29,713) (42,555)
Financing
Increase in long-termdebt .. ......... ... . ... ... ... .. 390,044 330,455 812
Repayment of long-termdebt . . .......... ... ... ..... (582,608)  (458,868) (80,653)
Issuance of Common stock ... ......... ... .. o .. 56 28 —
Net cash used by continuing operations . . ................ (192,508)  (128,385) (79,841)
Net cash used by discontinued operations . ............... (440) (2,177) (1,737)
(192,948)  (130,562) (81,578)
Decrease in cash and cash equivalents . ................... (32,233) (4,500) (55,449)
Cash and cash equivalents, beginning of year ............... 41,612 46,112 101,561
Cash and cash equivalents, end of year . . . . ................ $ 9379 § 41,612 § 46,112

See accompanying notes to the consolidated financial statements
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ALDERWOODS GROUP, INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

(Tabular amounts expressed in thousands of dollars except per share amounts)

NOTE 1. NATURE OF OPERATIONS

Alderwoods Group, Inc., a Delaware corporation, together with its subsidiaries (collectively, the
“Company”’) is the second-largest operator of funeral homes and cemeteries in North America based on
total revenue and number of locations. As of January 1, 2005, the Company operated 648 funeral homes
and 79 cemeteries and 63 combination funeral homes and cemeteries throughout North America.

The Company’s funeral operations encompass making funeral and cremation arrangements on an
at-need or pre-need basis. The Company’s funeral operations offer a full range of funeral services,
including the collection of remains, registration of death, professional embalming, use of funeral home
facilities, sale of caskets and other merchandise and transportation to a place of worship, funeral chapel,
cemetery or crematorium.

The Company’s cemetery operations assist families in making burial arrangements and offer a
complete line of cemetery products (including a selection of burial spaces, burial vaults, lawn crypts,
caskets, memorials, niches, mausoleum crypts and other merchandise), the opening and closing of graves
and cremation services.

The Company’s insurance operations sell a variety of insurance products, primarily to fund pre-need
funeral services.

NOTE 2. BASIS OF PRESENTATION

The consolidated financial statements include the accounts of the Company, its subsidiaries and
operations controlled by the Company through sales and management agreements. At the beginning of the
Company’s 2004 fiscal year on January 4, 2004, the Company adopted the Financial Accounting Standard
Board’s (“FASB”) Interpretation No. 46, “Consolidation of Variable Interest Entities”, which was revised
in December 2003 (“FIN No. 46R”). As of that date, the Company consolidates approximately 600 trusts
and several pooled investment funds created for such trusts that hold investments for funds transferred by
the Company to funeral, cemetery and perpetual care trusts, as the Company is the primary beneficiary
under these arrangements.

The Company is the successor to The Loewen Group Inc. (the “Predecessor”) and its subsidiaries,
including Loewen Group International, Inc., a Delaware corporation (“Loewen International”). The
consolidated financial statements have been prepared using the U.S. dollar as the functional currency and
are presented in accordance with accounting principles generally accepted in the United States.

Emergence from reorganization proceedings

On June 1, 1999, the Predecessor filed a petition for creditor protection under Chapter 11 of the
U.S. Bankruptcy Code in the U.S. Bankruptcy Court for the District of Delaware and voluntarily filed an
application for creditor protection under the Companies’ Creditors Arrangement Act with the Ontario
Superior Court of Justice, Toronto, Ontario, Canada (collectively, the “Bankruptcy Courts™). The
Bankruptcy Courts confirmed the plan of reorganization (the “Plan”) in December 2001 and on January 2,
2002 (the “Effective Date”), the Company emerged from reorganized proceedings. For accounting and
reporting purposes, the emergence is reflected as of December 31, 2001, because United States generally
accepted accounting principles require that the financial statements reflect fresh start reporting as of the
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ALDERWOODS GROUP, INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Tabular amounts expressed in thousands of dollars except per share amounts)

NOTE 2. BASIS OF PRESENTATION (Continued)

confirmation date or as of a later date, that is not subsequent to the Effective Date, when all material
conditions precedent to the Plan becoming binding are resolved.

Though emergence occurred on January 2, 2002, it is the Company’s continuing responsibility to
resolve allowed amounts for unresolved claims. The unresolved claims relate to the allocation of payments
approved by the United States Bankruptcy Court for the District of Delaware and do not impact the
Company’s obligations under the settlement process. The continuing expenditures continue to be paid and
charged against the accrual to complete the remaining reorganization procedures.

At December 31, 2001, the Company adopted fresh start reporting in accordance with AICPA
Statement of Position 90-7, “Financial Reporting by Entities in Reorganization under the Bankruptcy
Code.”

As a result of the application of fresh start reporting, significant adjustments were made to the
Company’s historical assets and liabilities, as the fair values varied significantly from recorded amounts of
the Predecessor immediately prior to the date of Plan adoption at December 31, 2001.

NOTE 3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Principles of consolidation

The consolidated financial statements include the accounts of the Company, its subsidiary companies
and operations controlled by the Company through sales and management agreements. All subsidiaries are
wholly owned, except for a few companies with small minority interests. As a result of the adoption of
FIN No. 46R at the beginning of the Company’s 2004 fiscal year on January 4, 2004, the Company also
consolidates variable interest entities in which the Company is the primary beneficiary, which includes
funeral, cemetery merchandise and service, and perpetual care trusts, and several pooled investment funds
created for such trusts.

All significant inter-entity balances and transactions have been eliminated in the consolidated
financial statements.

Use of estimates

The preparation of the consolidated financial statements in accordance with United States generally
accepted accounting principles requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of
the consolidated financial statements, and the reported amounts of revenue and expenses during the
reporting period. As a result, actual amounts could significantly differ from those estimates.

Funeral operations
Sales of at-need funeral services are recorded as revenue when the service is performed.

Pre-need funeral services contracts provide for future funeral services, generally determined by prices
prevailing at the time the contract is signed. The payments made under the contract, in part, are either
placed in trust or are used to pay the premiums of life insurance policies under which the Company is
designated as beneficiary. Pre-need funeral services contract amounts are deferred until the service is
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ALDERWOODS GROUP, INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Tabular amounts expressed in thousands of dollars except per share amounts)

NOTE 3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

performed. The Company estimates that trust fund investment earnings and annual insurance benefits
exceed the increase in cost over time of providing the related services.

The Company records amounts in funeral trusts in which the Company is not the primary beneficiary
as amounts receivable from funeral trusts. Earnings in these trusts are deferred until the service is
performed.

The Company records the assets in the funeral trusts in which the Company is the primary beneficiary
as trust investments at their fair value in accordance with the FASB’s Statement of Financial Accounting
Standards No. 115, “Accounting for Certain Investments in Debt and Equity Securities” (“FAS No. 115”).
The liabilities of these trusts that are consolidated consist principally of the trusted portion of the
Company’s obligation to the pre-need contract holders, which is reflected as non-controlling interest in
the trusts.

Realized earnings from funeral trust investments and related expenses of the trusts are recognized in
other expense (income). Typically, an offsetting accretion for the non-controlling interest in the trusts is
included as interest expense in other expense (income). Unrealized gains and losses of funeral trust
investments are recorded in both trust investments and, net of tax, in non-controlling interest in funeral
trusts in the Company’s consolidated balance sheet.

Selling costs related to the sale of pre-need funeral services are expensed in the period incurred.

Cemetery operations

Sales of cemetery merchandise and services and at-need cemetery interment rights are recorded as
revenue when the merchandise is delivered or service is performed.

Sales of pre-need cemetery interment rights are recognized in accordance with the retail land sales
provisions of Statement of Financial Accounting Standards No. 66, “Accounting for Sales of Real Estate”
(“FAS No. 66”). Accordingly, provided certain collectibility criteria are met, pre-need cemetery interment
right sales of developed cemetery property are deferred until a minimum of 10 percent of the sales price
has been collected, while pre-need cemetery interment right sales of undeveloped cemetery property are
deferred and revenue is recognized on a percentage of completion basis as the cemetery property is
developed.

Pursuant to various state and provincial laws, a portion of the proceeds from the sale of pre-need
merchandise and services may also be required to be paid into trusts. The Company records the assets in
the cemetery merchandise and service trusts in which the Company is the primary beneficiary as trust
investments at their fair value in accordance with FAS No. 115.

The liabilities of the trust consist principally of the trusted portion of the Company’s obligation to the
pre-need contract holders, which is reflected as non-controlling interest in the trusts.

Realized earnings from cemetery merchandise and service trust investments and related expenses of
the trusts are recognized in other expense (income). Typically, an offsetting accretion expense for the
non-controlling interest in the trusts is included as interest expense in other expense (income). The net
amount of realized earnings on merchandise and service trust funds are recorded as cemetery revenue
when the merchandise is delivered and service performed. Unrealized gains and losses of cemetery
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ALDERWOODS GROUP, INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Tabular amounts expressed in thousands of dollars except per share amounts)

NOTE 3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

merchandise and service trust investments are recorded in both trust investments and, net of tax, in
non-controlling interest in cemetery merchandise and service trusts in the Company’s consolidated balance
sheet.

All direct and indirect selling costs associated with the sale of cemetery products are expensed in
the period incurred. The costs associated with fulfilling the pre-need cemetery contract are expensed at the
same time as the related revenue is recognized. All costs associated with cemetery interment rights are
expensed at the time of sale, due to the revenues being recognized pursuant to FAS No. 66. All costs
associated with cemetery merchandise are expensed at the time the pre-need contract is serviced. All costs
associated with cemetery services are expensed as incurred. These costs are generally not incurred until the
contract is serviced, due to these costs primarily being labor costs.

Interest is imputed at a market rate for financed pre-need cemetery contracts that do not bear a
market rate of interest.

Perpetual care trusts

A portion of the proceeds from cemetery sales for interment rights is generally required by law to be
paid into perpetual or endowment care trusts. The Company records the assets in the perpetual care trusts
as trust investments at their fair value in accordance with FAS No. 115.

The principal in perpetual care trusts is required to be held in perpetuity and is not redeemable by the
Company or the customer. Accordingly, the equity interest in the perpetual care trusts is presented as a
non-controlling interest in perpetual care trusts between liabilities and stockholders’ equity in the
Company’s consolidated balance sheet.

Realized earnings from cemetery perpetual care trust investments are recognized in other expense
(income) in accordance with FAS No. 115. Typically, an offsetting accretion expense for the non-controlling
interest in perpetual care trusts is also recorded in other expense (income). Distributable earnings from the
perpetual care trusts are recognized in cemetery revenue to the extent of qualifying cemetery maintenance
costs. Historically, qualifying cemetery maintenance costs have exceeded distributable earnings at
individual cemeteries. Unrealized gains and losses on perpetual care trust investments are recorded in both
cemetery perpetual care trust investments and, net of tax, in non-controlling interest in perpetual care
trusts in the Company’s consolidated balance sheet. Generally, net capital gains of cemetery perpetual care
trust investments are not eligible for distribution to the Company.

Insurance operations

Insurance invested assets include fixed-maturity investments, cash and short-term investments held by
the Company’s wholly-owned insurance companies. The Company classifies all of its fixed-maturity
investments held by the Company’s insurance companies as available-for-sale. Investments classified as
available-for-sale are carried at fair value with unrealized gains and losses, net of deferred taxes, reflected
directly in accumulated other comprehensive income. Short-term investments include fixed maturities
which mature within one year from the date of purchase, money market mutual funds and repurchase
agreements.
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ALDERWOODS GROUP, INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Tabular amounts expressed in thousands of dollars except per share amounts)

NOTE 3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Insurance invested liabilities include liabilities for future policy benefits, policy claims and other
benefits payable, and premiums collected in advance. The Company establishes a liability for future policy
benefits related to its traditional whole life and limited-payment life insurance products using the net level
premium method based on estimated investment yields and discretionary policy growth rates, mortality,
persistency and other assumptions which were considered appropriate at the time the policies were issued.
Benefit reserves for annuity contracts represent policy account balances before applicable surrender
charges. Additionally, the Company establishes a liability for the impact of known policy benefits payable
and estimated claims that have been incurred but not yet reported to the Company. The estimate of
unreported claims is based on prior experience.

For traditional life and participating life products, premiums are recognized as revenue when due
from policyholders. Benefits and expenses are matched with earned premiums to result in recognition of
profits over the life of the policy contracts. This association is accomplished by means of the provision for
liabilities for future policy benefits and the amortization of deferred policy acquisition costs.

Revenues from annuity contracts represent amounts assessed against contract holders. Such
assessments are principally surrender charges. Policy account balances for annuities represent the deposits
received plus accumulated interest less applicable accumulated administrative fees.

Investment income, net of investment expenses, and realized gains and losses related to insurance
invested assets are included within revenues.

Insurance costs and expenses include policy benefits and claims, changes in policy benefit reserves,
amortization of deferred acquisition costs, commissions, salaries, employee benefits, and other operating
expenses. Policy benefits and expenses are recognized in income over the life of the policy contracts.

To the extent recoverable, certain costs of acquiring new insurance business have been deferred. Such
costs consist of first-year commissions in excess of renewal rates, related fringe benefit costs, and direct
underwriting and issuance costs.

The deferred policy acquisition costs on traditional life products are amortized with interest over the
anticipated premium-paying period of the related policies, in proportion to the ratio of annual premium
revenue to be received over the life of the policies. Expected premium revenue is estimated by using the
same mortality and withdrawal assumptions used in computing liabilities for future policy benefits. The
amount of deferred policy acquisition costs is reduced by a provision for possible inflation on maintenance
and settlement expenses.

Also, the present value of future profits of acquired insurance business in force is amortized over the
expected premium-paying period of the policies acquired.
Cash and cash equivalents

Cash and cash equivalents include cash and term deposits with a term to maturity at acquisition of less
than or equal to 90 days.
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ALDERWOODS GROUF, INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Tabular amounts expressed in thousands of dollars except per share amounts)

NOTE 3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
Inventories

Inventories are carried at the lower of cost, determined primarily on a specific identification basis or a
first-in first-out basis, and net realizable value.

Cemetery property

Cemetery property, including capitalized interest, consists of developed plots, lawn crypts,
mausoleums or niches and undeveloped land, and is valued at average cost. Amounts are expensed as
revenue from sales of cemetery property is recognized.

Property and equipment

Property and equipment is recorded at cost and depreciated on a straight-line basis over the estimated
useful lives of the assets as follows:

Buildings and improvements . ... ................. 10 to 20 years for buildings and the shorter
of 10 years or the lease term for leasehold
improvements

Automobiles ... ... ... e 2 to 5 years

Furniture, fixtures and equipment .. ............... 5 to 10 years

Computer hardware and software ................. 3 to 6 years

Gooadwill and intangible assets

Goodwill, resulting from reorganization value in excess of identifiable net assets and purchase
acquisitions, is not amortized, but tested annually for impairment. The Company’s reporting units for
goodwill are its reportable funeral and cemetery operating segments, and its insurance reporting unit.

Identifiable intangible assets consist of deferred insurance policy acquisition costs, present value of
future insurance business profits and acquired key employee covenants not to compete, which are
amortized over their respective useful lives using a method reflecting the pattern in which such assets are
consumed.

Financial instruments

Financial instruments that potentially subject the Company to concentrations of credit or collection
risk principally consist of cash and cash equivalents, customer receivables, receivables from trust, and trust
investments.

The Company maintains its cash and cash equivalents in bank deposit accounts with various major
financial institutions which, at times may exceed federally insured limits. The Company has not
experienced any losses in such deposit accounts. The Company believes it is not exposed to any significant
credit risk on cash and cash equivalents.
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Concentrations of credit risk with respect to customer receivables are minimal, due to the low dollar
amount of each receivable, the large number of customers and the large dispersion of the receivables
across many geographic areas.

Funeral and cemetery merchandise and service trust investments represent customer payments on
pre-need funeral contracts and pre-need cemetery contracts that are placed into state regulated trusts, and
generally do not subject the Company to significant collection risk. Funds placed into certain state
regulated trusts are limited to federally insured deposits and or U.S. Government bonds. The Company’s
policies with respect to trust fund investments are specifically designed such that investments are
diversified primarily in cash, fixed income and equity securities and are maintained with various high
quality and reputable counterparties, as well as to minimize concentrations of credit risk by not
maintaining disproportionately large balances in any one financial counterparty. As of January 1, 2005, the
Company had a significant concentration of small restricted cash trust accounts in the aggregate amount of
$63,175,000 (2003 — $59,385,000) with one financial institution.

A summary of the cost and fair values of financial instruments is as follows:

January 1, 2005 January 3, 2004
Carrying Value Fair Value Carrying Value Fair Value

Funeral trust investments (see Note 4) .. ... .. $ 281,786 § 288903 § — $ —
Cemetery trust investments (see Note 5) . ... .. 255,674 268,785 — —
Cemetery perpetual care trust investments (see

Note 6) ..o 242,298 245,225 — —
Amounts receivable from funeral trusts (see

Noted) ... 27,243 27,243 313,642 319,135
Amounts receivable from cemetery trusts (see

Note5) .. ..o — — 264,452 272,527
Long-term debt (see Note 7) .............. 463,640 480,682 630,852 666,552
Insurance invested assets (see Note 8) . ...... 250,785 250,785 196,440 196,440
Derivative instruments (see Note 21) ........ 2,087 2,087 737 737

$1,523,513  $1,563,710  $1,406,123  $1,455,391

The carrying amount of cash and cash equivalents, receivables, and accounts payable and accrued
liabilities approximates fair value due to the short-term maturities of these instruments,

Derivative Finarcial Instruments

The Company accounts for its derivative financial instruments in accordance with Statement of
Financial Accounting Standards No. 133, “Accounting for Derivative Instruments and Hedging Activities,”
as amended (“FAS No. 133”). The Company records derivative instruments in the consolidated balance
sheet as either an asset or liability measured at its fair value. Changes in the derivative’s fair value are
recognized currently in earnings unless specific hedge accounting criteria are met. The Company formally
documents, designates and assesses the effectiveness of transactions that receive hedge accounting.
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The Company has a significant portion of its corporate and administrative functions in Canada.
Expenses for these functions are paid principally in Canadian dollars and have predictable future cash
outflows (“Foreign Currency Expenditure”). The Company has a program to hedge the variability in the
United States dollar equivalent of a portion of the Foreign Currency Expenditure due to the fluctuation in
the exchange rate between the United States dollar and Canadian dollar (“Foreign Currency Hedge
Program”). The Company uses forward foreign exchange contracts and foreign exchange option contracts
to partially mitigate foreign exchange variability. In accordance with FAS No. 133, the Company has
designated the Foreign Currency Hedge Program as qualifying for hedge accounting.

For derivatives that qualify and are designated as hedges of future cash flows, the effective portion of
changes in fair values (the “Effective Portion”) are reported in stockholders’ equity under accumulated
other comprehensive income. The Effective Portion is recognized in earnings and included in general and
administrative expense when the related Foreign Currency Expenditure affects earnings. In cases where
the Company revises its Foreign Currency Expenditure estimates, the Effective Portion attributable to the
extent of any downward change in the Foreign Currency Expenditure estimates will be reclassified from
accumulated other comprehensive income to current earnings and included in general and administrative
expenses. The Company designates the change in fair value of forward foreign exchange contracts due to
the change in forward points and the change in fair value of foreign exchange option contracts due to the
change in time value as the “Ineffective Portion.” The changes in fair values of derivatives that are not
designated as hedges and the Ineffective Portion are recognized currently and included with foreign
exchange gains/losses, which are reported in general and administrative expense.

Stock option plan

Statement of Financial Accounting Standards No. 123, “Accounting for Stock-Based Compensation”
(“FAS No. 123”), Statement of Financial Accounting Standards No. 148, “Accounting for Stock-Based
Compensation — Transition and Disclosure —an Amendment of FASB Statement No. 123,”
(“FAS No. 148”), established accounting and disclosure requirements using a fair value-based method of
accounting for stock-based employee compensation plans. However, as allowed by FAS No. 123, the
Company has elected to continue to apply the intrinsic value-based method of accounting described below,
and has adopted the disclosure requirements of FAS No. 123 and FAS No. 148.

The Company applies the intrinsic value-based method of accounting prescribed by APB Opinion
No. 25, “Accounting for Stock Issued to Employees,” and related interpretations, including FASB
Interpretation No. 44, “Accounting for Certain Transactions involving Stock Compensation, an
interpretation of APB Opinion No. 25,” to account for its fixed plan stock options. Under this method,
compensation expense is recorded on the date of grant only if the current market price of the underlying
stock exceeds the exercise price. Any compensation expense recorded is charged against operations over
the service period, which generally matches the option vesting period. No stock-based employee
compensation cost was recorded for the 52 weeks ended January 1, 2005, the 53 weeks ended January 3,
2004, or the 52 weeks ended December 28, 2002, as all options granted under the Company’s stock option
plan had an exercise price equal to or greater than the market value of the underlying Common stock on
the grant date. The following table illustrates the effect on net income (loss) and net income (loss) per
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share, if the Company had applied the fair value recognition provisions of FAS No. 123 to stock-based
employee compensation.

52 Weeks 53 Weeks 52 Weeks
Ended Ended Ended
January 1, January 3, December 28,
2005 2004 2002
Net income (loss), asreported . ... ...... ... ... ... .. ... $ 9,349 $10,807 $(233,744)
Total stock-based employee compensation expense determined
under fair value-based method, netoftax ................ (2,584) (2,479) (3,571)
Pro forma net income (108S) . . . ... .o $ 6,765  $ 8328  $(237,315)
Net income (loss) per common share:
Basic and diluted, as reported . . .. ... ... $ 023 $ 027 § (5.86)
Basic and diluted, proforma........... ... ... oo 0, 0.16 0.21 (5.95)

Income taxes

Income taxes are accounted for under the asset and liability method. Deferred tax assets and liabilities
are recognized for the future tax consequences attributable to differences between the financial statement
carrying amounts of existing assets and liabilities and their respective tax bases, and operating loss and tax
credit carryforwards. Deferred tax assets and liabilities are measured using enacted tax rates expected to
apply to taxable income in the years in which those temporary differences are expected to be recovered or
settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in income in
the period that includes the enactment date. A valvation allowance is provided against deferred tax assets
to the extent recoverability of the asset cannot be considered to be more likely than not.

In accordance with the principles of fresh start reporting, any future reduction of valuation allowances
established at the Effective Date as a result of the utilization of benefits will reduce goodwill established at
the Effective Date or, if such goodwill has been reduced to zero, increase capital in excess of par value.

Foreign currency translation

The assets and liabilities of the Company’s foreign subsidiaries, which have a functional currency
other than the U.S. dollar, are translated into U.S. dollars at the rates of exchange as at the consolidated
balance sheet date, and revenue and expenses are translated at the average rates of exchange for the
periods of operation. The net gains or losses arising from the translations are included in stockholders’
equity as a component of accumulated other comprehensive income in the consolidated statement of
stockholders’ equity.

Fiscal year

The Company’s fiscal year ends on the Saturday nearest to December 31 in each year (whether before
or after such date).
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The first and second fiscal quarters each consist of 12 weeks and the third fiscal quarter consists of
16 weeks. In order to cause the fourth fiscal quarter to end on the same day as the fiscal year, the fourth
fiscal quarter will consist of 13 weeks in certain years.

Comparibility

Certain comparative amounts have been reclassified to conform to the presentation adopted in the
current year, due to, among other things, the reclassification of assets held for sale as discontinued
operations.

Accounting changes and recent accounting standards
Consolidation of trusts

In January 2003, the FASB issued FIN No. 46R. FIN No. 46R clarifies the application of Accounting
Research Bulletin No. 51, “Consolidated Financial Statements,” to enterprises that have a variable interest

in variable interest entities, and is effective no later than the end of the first reporting period that ends
after March 15, 2004.

The Company elected to adopt FIN No. 46R at the beginning of its 2004 fiscal year on January 4,
2004. The adoption of FIN No. 46R resulted in the prospective consolidation in the Company’s balance
sheet of approximately 600 funeral, cemetery merchandise and service, and perpetual care trusts, and
several pooled investment funds created for such trusts, but did not change the legal relationships among
these trusts, pooled investment funds, the Company, and its holders of pre-need contracts. The Company
does not consolidate certain funeral trusts for which the Company does not absorb a majority of their
expected losses, as it is not considered the primary beneficiary of these funeral trusts under FIN No. 46R.
The adoption of FIN No. 46R has not materially impacted the Company’s stockholders’ equity, net income
or its consolidated statement of cash flows, nor was there any adjustment required, due to the cumulative
effect of this change in accounting policy; however, other impacts include:

(a) Funeral and cemetery merchandise and service trusts

Beginning January 4, 2004, the Company records the assets in the funeral, cemetery merchandise
and service trusts, and several pooled investment funds created for such trusts, in which the
Company is the primary beneficiary as trust investments at their fair value in accordance with the
FAS No. 115.

The liabilities of the trust consist principally of the trusted portion of the Company’s obligation to
the pre-need contract holders, which is reflected as non-controlling interest in the trusts.

Beginning January 4, 2004, realized earnings from funeral and cemetery merchandise and service
trust investments and related expenses of the trusts are recognized in other expense (income). In
addition, the accretion of the non-controlling interest in the trusts is included as interest expense
in other expense (income). Unrealized gains and losses of funeral and cemetery merchandise and
service trust investments are recorded in both trust investments and, net of tax, in non-controlling
interest in funeral and cemetery trusts in the Company’s consolidated balance sheet.
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(b) Perpetual care trusts

Beginning January 4, 2004, the Company records the assets in the perpetual care trusts and
several pooled investment funds created for such trusts as trust investments at their fair value in
accordance with FAS No. 115.

The principal in perpetual care trusts is required to be held in perpetuity and is not redeemable
by the Company or the customer. Accordingly, the equity interest in the perpetual care trusts is
presented as a non-controlling interest in perpetual care trusts between liabilities and
stockholders’ equity in the Company’s consolidated balance sheet.

Realized earnings from cemetery perpetual care trust investments are recognized in other
expense (income) in accordance with FAS No. 115. Accretion expense on the non-controlling
interest in perpetual care frusts is also recorded in other expense (income). To the extent of
qualifying cemetery maintenance costs, distributable earnings from the perpetual care trusts are
recognized in cemetery revenue. Beginning January 4, 2004, unrealized gains and losses on
perpetual care trust investments are recorded in both cemetery perpetual care trust investments
and, net of tax, in non-controlling interest in perpetual care trusts in the Company’s consolidated
balance sheet. Generally, net capital gains of cemetery perpetual care trust investments are not
eligible for distribution to the Company.

As a result of the consolidation of the funeral, cemetery merchandise and service trusts, perpetual
care trusts, and several pooled investment funds created for such trusts, the Company recorded the
following as at January 4, 2004:

Trust assets and liabilities recorded:

Funeral trust INVEStMENtS . . . . . v vt et e e e e e e e e $ 306,888
Cemetery merchandise and service trust investments . .......................... 272,527
Cemetery perpetual care trust inVeStMents . . .......... .ottty 231,075
Non-controlling interest in funeral and cemetery trusts . ..................... ... (578,489)
Non-controlling interest in perpetual care trusts . ... ... ... ..., (261,847)
Deferred InCOME 1aX @SSEIS. . . o v v vt it it e e e e e 284
Deferred income tax liabilities . . ... ... i e e (1,299)
Assets held for sale . . ... o e e 127,647
Liabilities associated with assets held forsale ....... ... ... ... ... ... ... .... (96,786)
Amounts eliminated:
Amounts receivable from funeral trusts, net of allowances .. .................. ... (301,395)
Amounts receivable from cemetery trusts, net of allowances. . ... ................. (264,452)
Deferred pre-need funeral contract revenue . ..............c.iiiiriran 301,395
Deferred pre-need cemetery contract TEVENUE . . . .. . oo o vttt ittt e e 264,452

Creditors of the consolidated trusts have no recourse to the general credit of the Company, except as
provided under contracts executed by the Company or its subsidiaries.
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Insurance funded pre-need funeral contracts

The Company has changed its accounting policy on accounting for insurance funded pre-need funeral
contracts as of January 4, 2004, as the Company has concluded that its insurance funded pre-need funeral
contracts are not assets and liabilities as defined by Statement of Financial Accounting Concepts No. 6,
“Elements in Financial Statements.” Accordingly, the Company has retroactively removed from its
consolidated balance sheet amounts relating to insurance funded pre-need funeral contracts previously
included in pre-need funeral contracts with an equal and offsetting amount in deferred pre-need funeral
contract revenue. The removal of insurance funded pre-need funeral contracts did not have any impact on
the Company’s results of operations, consolidated stockholders’ equity, or cash flows. Set forth below is the
effect of this removal on total assets and liabilities for the Company as of January 3, 2004, December 28,
2002, and December 31, 2001.

January 3, December 28, December 31,

2004 2002 2001

Total assets, previously stated ... ...................... $3,115,437  $3,200,766  $3,503,103
Removal of amounts receivable from third-party insurance

COMPANIES « . . v i e e (662,434)  (647.116) (628,987)
Total assets, restated. . .. ... ... $2,453,003 $2,553,650 $2,874,116
Total liabilities, previously stated . . .. .............. . .... $2,570,544  $2,677,364  $2,763,751
Removal of amounts from deferred pre-need funeral and

CEMELETY TEVEIUC .+« v v oo v v e et e eee e et e et e e (662,434)  (647,116) (628,987)
Total liabilities, restated .. .......... ... .0 .o, .. $1,908,110  $2,030,248  $2,134,764

Recent accounting standards

In March 2004, the FASB reached consensus on the guidance provided by Emerging Issues Task Force
Issue 03-1 (“EITF 03-17), “The Meaning of Other-Than-Temporary Impairment and Its Application to
Certain Investments.” The guidance is applicable to debt and equity securities that are within the scope of
the FASB Statement of Financial Accounting Standard No. 115, “Accounting for Certain Investments in
Debt and Equity Securities.” EITF 03-1 specifies that an impairment would be considered
other-than-temporary unless (a) the investor has the ability and intent to hold an investment for a
reasonable period of time sufficient for the recovery of the fair value up to (or beyond) the cost of the
investment and (b) evidence indicating the cost of the investment is recoverable within a reasonable period
of time outweighs evidence to the contrary. EITF 03-1 was scheduled to be effective for reporting periods
ending after June 15, 2004. The measurement and recognition provisions relating to debt and equity
securities have been delayed until the FASB issues additional guidance. The adoption of the measurement
and recognition provisions is not expected to have a material impact on the consolidated financial position,
results of operations or cash flows of the Company. The Company adopted the disclosure provisions of
EITF 03-1 during the fiscal year ended January 3, 2004.

In December 2004, the FASB issued Statement of Financial Accounting Standards No. 123R, “Share-
Based Payment” (“FAS No. 123R”). FAS No. 123R requires companies to recognize compensation
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expense in an amount equal to the fair value of the share-based payment (including share options,
restricted share plans, performance-based awards, share appreciation rights, and employee share purchase
plans) issued to employees. FAS No. 123R applies to all transactions involving issuance of equity by a
Company in exchange for goods and services, including employees. FAS No. 123R is effective in the first
interim or annual reporting period that begins after June 15, 2005. The Company will adopt FAS No. 123R
in the third fiscal quarter of its 2005 fiscal year and expects to use the modified prospective application
method, which results in no restatement of the Company’s previously issued annual consolidated financial
statements. The adoption of FAS No. 123R using the modified prospective application method is not
expected to have a material impact on the consolidated financial position, results of operations or cash
flows of the Company.

In November 2004, the FASB issued Statement of Financial Accounting Standards No. 151,
“Inventory Costs an amendment of ARB No. 43, Chapter 4” (“FAS No. 151”). FAS No. 151 clarifies that
abnormal amounts of idle facility expense, freight, handling costs, and wasted materials (spoilage) should
be recognized as current-period charges and requires the allocation of fixed production overheads to
inventory based on the normal capacity of the production facilities. FAS No. 151 is effective for fiscal years
beginning after June 15, 2005. The Company does not expect the adoption of FAS No. 151 to have a
material impact on its consolidated financial position, results of operations or cash flows.

In December 2004, the FASB issued Statement of Financial Accounting Standards No. 153,
“Exchange of Nonmonetary Assets, an amendment of APB Opinion No. 29, Accounting for Nonmonetary
Transactions” {“FAS No. 153”). The amendments made by FAS No. 153 are based on the principle that
exchanges of nonmonetary assets should be measured based on the fair value of the assets exchanged.
Further, the amendments eliminate the narrow exception for nonmonetary exchanges of similar productive
assets and replace it with a broader exception for exchanges of nonmonetary assets that do not have
commercial substance. FAS No. 153 is to be applied prospectively and is effective for nonmonetary asset
exchanges occurring in fiscal periods beginning after June 15, 2005. The Company elected to adopt
FAS No. 153 on January 1, 2005. The adoption of FAS No. 153 had no material impact on the Company’s
consolidated financial position, results of operations or cash flows.
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The balance in pre-need funeral receivables and trust investments represents customer receivables
and funeral trust investments related to unperformed, price-guaranteed, pre-need funeral contracts. The
components of pre-need funeral receivables and trust investments in the consolidated balance sheets are
as follows:

January 1, January 3,

2005 2004
Customer receivables . . . ... .. ... $ 37,093 § 35,811
Allowance for contract cancellations and refunds . .. ...... (17,263) (14,723)
Funeral trust investments . ... ........ ... 288,903 —
Amounts receivable from funeral trusts, net of allowances . . 27,243 313,642
Pre-need funeral receivables and trust investments. . ... ... $335,976  $334,730

For customer receivables, an allowance for cancellations and refunds is provided at the date of
pre-need funeral contract sale based on management’s best estimates and is offset by an allowance against
deferred pre-need funeral contract revenue.

Certain of the funeral trusts have not been consolidated, because the Company is not the primary
beneficiary. Accordingly, they are reported as amounts receivable from funeral trusts. Amounts receivable
from funeral trusts represent a portion of the proceeds from the sale of pre-need funeral services,
deposited in accordance with state and provincial trusting laws with various financial institutions, together
with accrued earnings. The Company will recognize and generally receive these amounts when the
merchandise is delivered or service is performed.

As of January 1, 2005, the fair value of funeral trust investments classified as available-for-sale
securities was based on quoted market prices. The carrying values of restricted cash and equivalents, and
other investments approximate their fair values, due to their short-term to maturity. Funeral trust
investments are evaluated for other-than-temporary impairment. Other-than-temporary impairment is
required to be reflected in current earnings as a realized loss. It is possible that changes in interest rates,
equity prices and other economic conditions in the near term could result in other-than-temporary
impairment that could be significant to the Company.

It is not practicable to estimate the fair value of customer receivables, because of the large number of
individual contracts, which generally have terms of one to seven years and contractual or imputed interest
rates ranging from 8.00% to 9.75% per annum. It is not practical to estimate the fair value of amounts
receivable from funeral trusts, because they are commingled with other third party funds in various trusts.
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As of January 4, 2004, the Company adopted FIN No. 46R. The transitional provisions do not require
restatement of previously issued financial statements. Accordingly, the table below shows funeral trust
investments at their fair values.

January 1, January 4,
2005 2004

Available-for-sale
Fixed income securities:

U.S. Treasury and other Government obligations . . . . . . $ 18424  § 30,633
U.S. Government agencies . . ... ...ovvvrnvnnn .. 11,683 12,367
Corporate . .. ... .. 10,325 9,146
Totalbonds. ....... ... ... 0. 40,432 52,146
Mortgaged-backed. ... ... ... . L. 17,287 19,435
Asset-backed . ....... ... . ... ... 1,500 1,129
Total fixed income Securities . . ... oo v v i i v i 59,219 72,710
Equity securities ........ .. .. ... i 63,175 62,243
Total available-for-sale . ........................... 122,394 134,953
Restricted cash and equivalents . .................... 131,100 138,192
Other ... .. e 35,409 33,743
Funeral trust investments . . ... ....... vt $288,903  $306,888
Unrealized gains .. ....... ... i, $ 9,124 § 7,281
Unrealized 10SS€S . . . . . .ottt e (2,007) (1,788)

Beginning January 4, 2004, realized investment income from the funeral trust investments, including
realized gains and losses are recorded in other expense (income).

During the 52 weeks ended January 1, 2005, funeral trust available-for-sale securities with a cost of
$153,883,000 were sold for proceeds of $158,035,000, resulting in $7,259,000 and $3,107,000 of realized
gains and losses, respectively. The average cost method was used to determine the cost of funeral trust
available-for-sale securities disposed of.

The Company generally recommends to the trustee the mix of equities and fixed income securities in
accordance with policies set by an investment committee comprised of members of senior management.
The investment committee sets the mix of investments within the investment parameters set by various
state and provincial regulators and with the assistance of independent professional financial advisors. The
policy emphasizes a capital preservation approach while maintaining acceptable levels of income and
capital appreciation.

The Company has determined that unrealized losses in the funeral trust investments are not
other-than-temporary, as the unrealized losses were due to temporary fluctuations in interest rates and
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equity prices. The Company’s funeral trust investment unrealized losses and their duration as of
January 1, 2003, are shown in the following table.

Less than Greater than
12 Months 12 Months Total

Unrealized Unrealized Unrealized
Fair Value  Losses  Fair Value  Losses  Fair Value  Losses

Available-for-sale

Fixed income securities .............. $14887 § 203 $2,584  $119  $17471 $ 322
Equity securities ................... 10,011 1,172 2,217 513 12,228 1,685
Total temporarily impaired securities . . . ... $24,898 $1375 $4,801 $632  $29,699 $2,007

Maturities of fixed income securities are estimated as follows:

January 1,

2005
Dueinoneyear orless .. ....... ... i $ 3,435
Dueinonetofiveyears. ........ ... ... .. . i 20,360
Duein five toten years . .. ... ..ttt 7,360
Thereafter . . .. .. . e 28,064
$59,219

NOTE 5. PRE-NEED CEMETERY RECEIVABLES AND TRUST INVESTMENTS

The components of pre-need cemetery receivables and trust investments in the consolidated balance
sheets are as follows:

January 1, January 3,

2005 2004
Customer receivables. . . ... ... $ 63,794 § 73,807
Unearned finance income . ............. ... .......... (5,71%5) (6,891)
Allowance for contract cancellations and refunds . ......... (17,273)  (18,348)
Cemetery merchandise and service trust investments . . ... ... 268,785 —
Amounts receivable from cemetery trusts . ... ... ... ... — 264,452

$309,591  $313,020

Amounts receivable from cemetery trusts represent a portion of the proceeds from the sale of
pre-need merchandise and services, deposited in accordance with state and provincial trusting laws with
various financial institutions, together with accrued earnings as of January 3, 2004. The Company will
recognize and generally receive these amounts when the merchandise is delivered or service is performed.
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For pre-need cemetery contract sales, other than sales of pre-need cemetery interment rights, which
are recognized in accordance with the retail land sales provisions of Statement of Financial Accounting
Standards No. 66, “Accounting for Sales of Real Estate,” an allowance for cancellations and refunds is
provided at the time of sale based on management’s best estimates and is offset by an allowance against
deferred pre-need funeral and cemetery revenue. For customer receivables, an allowance is provided at the
time of the pre-need cemetery contract sale.

As of January 1, 2005, the fair value of cemetery merchandise and service trust investments classified
as available-for-sale securities was based on quoted market prices. The carrying values of restricted cash
and equivalents, and other investments approximate their fair values, due to their short-term to maturity.
Cemetery trust investments are evaluated for other-than-temporary impairment. Other-than-temporary
impairment is required to be reflected in current earnings as a realized loss. It is possible that changes in
interest rates, equity prices and other economic conditions in the near term could result in other than
temporary impairment that could be significant to the Company.

It is not practicable to estimate the fair value of customer receivables, because of the large number of
individual contracts, which generally have terms of one to seven years and contractual or imputed interest
rates ranging from 8.00% to 9.75% per annum.

As of January 4, 2004, the Company adopted FIN No. 46R, the transitional provisions of which do not
require restatement of previously issued financial statements. Accordingly, the table below shows cemetery
merchandise and service trust investments at their fair values.

January 1, January 4,
2005 2004

Available-for-sale
Fixed income securities:

U.S. Treasury and other Government obligations . ...... $ 49,584 § 55,599
U.S. Government agencies . .. ............ooeuu... 24,635 20,199
Corporate . ... .. 19,914 26,068
Totalbonds . ... ... .. e 94,133 101,866
Mortgaged-backed . ....... ... .. L oL 34,660 45,831
Asset-backed . ...... .. ... 3,134 4,176
Total fixed income securities . ......... ..., 131,927 151,873
Equity securities . ... .. o ov it e 98,990 92,766
Total available-for-sale . . .. ...... ... ... ... .. . ... . ... 230,917 244,639
Restricted cash and equivalents . ...................... 37,115 25,853
Other. ... o e e 753 2,035
Cemetery trust investments . ...............c..uuunn.n. $268,785 $272,527
Unrealized gains . . .. ... v $ 16,194 § 11,650
Unrealized 10SS€S . . . . oo i ittt e (3,083) (3,575)
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NOTE 5. PRE-NEED CEMETERY RECEIVABLES AND TRUST INVESTMENTS (Continued)

Beginning January 4, 2004, realized investment earnings from the cemetery merchandise and service
trust investments, including realized gains and losses are recorded in other expense (income).

During the 52 weeks ended January 1, 2005, cemetery merchandise and service trust available-for-sale
securities with a cost of $203,825,000 were sold for proceeds of $205,290,000, resulting in $5,020,000 and
$3,555,000 of realized gains and losses, respectively. The average cost method was used to determine the
cost of cemetery trust available-for-sale securities disposed of.

The Company recommends to the trustee the mix of equities and fixed income securities in
accordance with policies set by an investment committee comprised of members of senior management.
The investment committee sets the mix of investments within the investment parameters set by various
state and provincial regulators and with the assistance of independent professional financial advisors. The
policy set by the investment committee emphasizes, through an investment grade focus, a capital
preservation approach while maintaining acceptable levels of income and capital appreciation.

The Company has determined that unrealized losses in the cemetery merchandise and service trust
investments are not other-than-temporary, as the unrealized losses were due to temporary fluctuations in
interest rates and equity prices. The Company’s cemetery merchandise and service trust investment
unrealized losses and their duration as of January 1, 2005, are shown in the following table.

Less than Greater than
12 Months 12 Months Total
Unrealized Unrealized Unrealized

Fair Value Losses Fair Value Losses Fair Value Losses

Available-for-sale

Fixed income securities ............ $30,498 $ 415  $5,292 $244  $35,790 $ 659
Equity securities . ................ 14,399 1,686 3,189 738 17,588 2,424
Total temporarily impaired securities . ... $44,897 §$2,101  $8,481 $982  $53,378  $3,083

Maturities of fixed income securities are estimated as follows:

January 1,

2005
Due in 0ne year O I€8S « .o .o vttt $ 7,652
Dueinonetofiveyears ....... ... ... . .. 45,357
Dueinfive toten years . .. ... oot e 16,396
Thereafter. . .. ... . e e 62,522
$131,927
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NOTE 5. PRE-NEED CEMETERY RECEIVABLES AND TRUST INVESTMENTS (Continued)

The customer receivables as of January 1, 2005, are expected to mature as follows:

End of Fiscal Year

2005 e $35,251
2006 .. e 15,107
2007 e e 6,829
2008 . e 3,401
2000 . e 1,333
Thereafter . . ... . . e 1,873

$63,794

NOTE 6. CEMETERY PERPETUAL CARE TRUST INVESTMENTS

A portion of the proceeds from cemetery sales for interment rights is generally required by law to be
paid into perpetual care trusts.

As of January 4, 2004, the Company adopted FIN No. 46R, which requires the consolidation of
perpetual care trusts. Previously, perpetual care trusts were not consolidated, as the principal in these
perpetual care trusts cannot be withdrawn by the Company.

As of January 1, 2005, the fair value of perpetual care trust investments classified as available-for-sale
securities were based on quoted market prices. The carrying values of restricted cash and equivalents, and
other investments approximate their fair values, due to their short-term to maturity. Perpetual care trust
investments are evaluated for other-than-temporary impairment. Other-than-temporary impairment is
reflected as a reduction in perpetual care trust investments with an offsetting reduction in non-controlling
interest in perpetual care trust. It is possible that changes in interest rates, equity prices and other
economic conditions in the near term could result in other than temporary impairment that could be
significant to the Company. '
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NOTE 6. CEMETERY PERPETUAL CARE TRUST INVESTMENTS (Continued)

The transitional provisions of FIN No. 46R do not require restatement of previously issued financial
statements. Accordingly, the table below shows perpetual care trust investments at their fair values.

Janunary 1,  January 4,
2005 2004

Available-for-sale
Fixed income securities:

U.S. Treasury and other Government obligations . . ... .. $ 36,826 § 43,013
U.S. Government agencies ... ........oouunvnon... 34,622 17,196
COTPOTALE . . v vt e 38,386 49,902
Totalbonds . ... ... . 109,834 110,111
Mortgaged-backed ............ ... .. 74,616 76,103
Asset-backed . ... ... ... 11,305 13,161
Total fixed income Securities . .. ... ... ... ennnn.. 195,755 199,375
Equity SECUTities . . . . . vttt e 27,670 23,286
Total available-for-sale. .. .. ..... ... .. .. . .. ... . ... 223,425 222,661
Restricted cash and equivalents . ........ ... ... ... ... ... 21,451 8,072
Other . . .. e 349 342
Cemetery perpetual care trust investments . .............. $245,225  $231,075
Unrealized gains . . . ... ... . i $ 5271 §$ 3,634
Unrealized losses .. ........... i, (2,344) (2,956)

During the 52 weeks ended January 1, 2005, perpetual care trust available-for-sale securities with a
cost of $171,540,000 were sold for proceeds of $171,662,000, resulting in $3,469,000 and $3,347,000 of
realized gains and losses, respectively. The average cost method was used to determine the cost of
perpetual care trust available-for-sale securities disposed of.

The Company recommends to the trustee the mix of equities and fixed income securities in
accordance with policies set by an investment committee comprised of members of senior management.
The investment committee sets the mix of investments within the investment parameters set by various
state and provincial regulators and with the assistance of independent professional financial advisors. The
policy set by the investment committee emphasizes, through an investment grade focus, a capital
preservation approach while maintaining acceptable levels of income and capital appreciation.

The Company has determined that unrealized losses in the perpetual care trust investments are not
other-than-temporary, as the unrealized losses were due to temporary fluctuations in interest rates and
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NOTE 6. CEMETERY PERPETUAL CARE TRUST INVESTMENTS (Continued)

equity prices. The Company’s perpetual care trust investment unrealized losses and their duration as of
January 1, 2008, are shown in the following table.

Less than Greater than
12 Months 12 Months Total

Unrealized Unrealized Unrealized
Fair Value  Losses  Fair Value Losses  Fair Value  Losses

Available-for-sale

Fixed income securities . ............. $70,874 § 963 $12,299  $568  $83,173 §$1,531
Equity securities . .................. 4,831 566 1,070 247 5,901 813
Total temporarily impaired securities .. .. .. $75,705  $1,529 $13,369  $815  $89,074 $2,344

Maturities of fixed income securities are estimated as follows:

January 1,
2003
Due in one year or 1ess . . . . ..ottt $ 11,354
Dueinonetofive years ........ .ttt 67,302
Duein five tOten years . . . .. ..o i ittt e 24,329
Thereafter. . . ..o 92,770
$195,755
NOTE 7. LONG-TERM DEBT
Long-term debt consists of the following:
January 1, 2005 January 3, 2004
Carrying Carrying
Value Fair Value Value Fair Value
Revolving credit facility (). ... ...t $ — $ — $ — 8 —
Senior secured term loan B due in 2009 (a)(b) ........... 246,826 246,826 245,891 245,891
7.75% Senior unsecured notes due in 2012 (¢} .. .......... 200,000 216,760 — —
12.25% Senior unsecured notes due in 2009 (d) . . ......... 4,509 4,791 330,006 372,900
12.25% Convertible subordinated notes due in 2012 (e) ... .. — — 31,879 24,679
Promissory notes and capitalized obligations, certain of which
are secured by assets of certain subsidiaries . ........... 12,305 12,305 23,082 23,082
463,640 480,682 630,852 666,552
Less, current maturities of long-term debt . . .. ........ .., 9,083 9365 10,896 10,896

$454,557 $471,317 $619,956 $655,656

(a) On September 17, 2003, the Company entered into a $325,000,000 senior secured facility (the “Credit
Agreement”), which was funded on September 29, 2003, and included a $275,000,000 term loan
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NOTE 7. LONG-TERM DEBT (Continued)

(the “Term Loan B”) and a $50,000,000 revolving credit facility (the “Revolving Credit Facility”) to
replace its previous credit facility. On January 23, 2004, the Company amended the Credit Agreement
to, among other things:

(i) Permit the repayment of the 12.25% Convertible subordinated notes, due in 2012.

(ii) Reduce the applicable Term Loan B interest rate by 0.50% from LIBOR, plus 3.25% to LIBOR,
plus 2.75%, or base rate, plus 2.25% to base rate, plus 1.75%.

On August 19, 2004, the Company further amended the Credit Facility to, among other things:
(i) Increase the principal amount of the Term Loan B to $368,000,000.

(ii) Increase the amount available under the Revolving Credit Facility to $75,000,000, of which
$25,000,000 is available in the form of letters of credit.

(iii) Permit the Company to repay the subordinated bridge loan, due in 2005 (the “Bridge Loan”) and
redeem the 12.25% Senior unsecured notes, due in 2009 (the “Seven-Year Unsecured Notes™).
On August 19, 2004, the Bridge Loan was fully repaid and terminated. As a result, an
unamortized deferred finance cost of $920,000 is included in interest expense for the 52 weeks
ended January 1, 2005.

(iv) Permit the Company to issue new senior unsecured notes in the principal amount of
$200,000,000.

(v) Reduce the applicable Term Loan B interest rate to LIBOR, plus 2.50%, or base rate, plus
1.50%, provided the Company meets a specified consolidated leverage ratio.

(vi) Extend the Term Loan B maturity date to September 29, 2009, and reduce the amortization
payments.

On December 3, 2004, the Company further amended the Credit Facility to, among other things,
further reduce the applicable Term Loan B interest rate to LIBOR, plus 2.00%, or base rate, plus
1.00%.

The Revolving Credit Facility is intended to be used primarily to fund the Company’s working capital
requirements. The Revolving Credit Facility bears interest at a rate per annum in accordance with
graduated pricing based upon the Company’s consolidated leverage ratio, and the Company has the
option to elect an interest rate equal to either (i) a base rate (5.25% at January 1, 2005), plus 2.00%
{based upon the Company’s consolidated leverage ratio at January 1, 2005), or (ii) LIBOR (2.56% for
the three-month LIBOR at January 1, 2005), plus 3.00% (based upon the Company’s consolidated
leverage ratio at January 1, 2005). An annual fee of 0.50% is charged on the unused portion of the
Revolving Credit Facility.

Material covenants in the Credit Agreement include a requirement to maintain a minimum interest
coverage ratio and fixed charge coverage ratio, a requirement not to exceed a maximum leverage
ratio, an annual maximum on capital expenditures and cemetery development, and specified
maximum amounts for capital lease obligations, indebtedness, acquisitions, certain investments, and
sales of accounts receivable. Outstanding principal amounts and interest accrued and unpaid may, at
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NOTE 7. LONG-TERM DEBT (Continued)

(b)

(©)

the election of the requisite lenders, become immediately due and payable and further commitments
by the lenders to make loans may, at the election of the requisite lenders, be terminated upon the
occurrence of events of default specified in the Credit Agreement. As of January 1, 2005, the
Company was in compliance with all covenants and was not in breach of any provision of the Credit
Agreement that would cause an event of default to occur. The Credit Agreement is secured by
specified real property, and substantially all personal property of Alderwoods Group and specified
subsidiaries. The Revolving Credit Facility matures on September 29, 2008.

As of January 1, 2005, the amount available under the Revolving Credit Facility was $75,000,000, less
$10,013,000 in outstanding letters of credit.

The Term Loan B provides the Company with an option to elect an interest rate equal to either (i) a
base rate (5.25% at January 1, 2005), plus 1.00%, or (ii) LIBOR (2.56% for the three-month LIBOR
at January 1, 2005), plus 2.00%. The weighted average rate of interest was 4.24% at January 1, 2005.
The Term Loan B is repayable in quarterly principal installments from January 1, 2005, to June 13,
2009 (subject to reduction for prepayments), of 0.25% of the aggregate principal amount of the Term
Loan B outstanding as of December 3, 2004, with a lump sum payment of the then-outstanding
amount on the maturity date. The Company has prepaid the required quarterly principal installments
up to and including the second quarter of its 2006 fiscal year.

As a result of the amendment to the Credit Agreement on August 19, 2004, the Company expensed
$1,164,000 of unamortized deferred finance costs, which is included in interest expense for the
52 weeks ended January 1, 2005. In addition, $3,280,000 of refinancing fees and costs incurred in
connection with the Credit Agreement amendments on August 19, 2004, and December 3, 2004, is
also included in interest expense for the 52 weeks ended January 1, 2005.

On August 19, 2004, the Company issued the 7.75% Senior unsecured notes, due in 2012 (the
“Eight-Year Senior Unsecured Notes”) in a transaction exempt from registration under the Securities
Act of 1933. Interest accrues at an annual rate of 7.75% and is payable semi-annually on March 15
and September 15 or, if such day is not a business day, the next succeeding business day. At any time
prior to September 15, 2007, the Company may, at its option, redeem up to 35% of the aggregate
principal amount of the Eight-Year Senior Unsecured Notes at a redemption price of 107.75% of the
stated principal amount, plus accrued and unpaid interest and Liquidated Damages (as defined in the
indenture governing the Eight-Year Senior Unsecured Notes), if any, with net cash proceeds from
specified equity offerings, provided at least 65% of the aggregate principal amount of the Eight-Year
Senior Unsecured Notes remains outstanding and the redemption occurs within 90 days of the date of
the closing of the specified equity offering. On or after September 15, 2008, the Company may, at its
option, redeem all or part of the Eight-Year Senior Unsecured Notes at the redemption prices
(expressed as percentages of the stated principal amount) set forth below, plus accrued and unpaid
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NOTE 7. LONG-TERM DEBT (Continued)

interest and Liquidated Damages, if any, if redeemed during the twelve-month period beginning on
September 15 of the years indicated below:

Y_esg Percentage
2008 L e 103.875
2000 L e 101.938
2010 and thereafter . ... ... ... .. 100.000

(d) On January 2, 2002, the Company issued the Seven-Year Unsecured Notes. On April 21, 2004, the

(e)

Company repurchased the principal amount of $9,248,000 at a premium of $1,110,000, plus accrued
interest. The premium is included in interest expense for the 52 weeks ended January 1, 2005.

On August 19, 2004, the Company repurchased the principal amount of $316,243,000 at a premium of
$31,340,000, plus accrued interest pursuant to an offer to purchase and consent solicitation. The
premium cost is included in interest expense for the 52 weeks ended January 1, 2005.

On January 3, 2005, the Company repurchased the remaining principal amount of $4,509,000 at a
premium of $282,000, plus accrued interest.

On January 23, 2004, the Company terminated its obligations under the 12.25% Convertible
subordinated notes, due in 2012, which were fully redeemed, at par, on February 23, 2004. As a result,
an unamortized premium of $7,200,000 is included as a reduction of interest expense for the 52 weeks
ended January 1, 2005.

The Credit Agreement and the Eight-Year Senior Unsecured Notes are guaranteed by substantially all
of Alderwoods Group’s wholly-owned U.S. subsidiaries, other than Alderwoods Group’s insurance
subsidiaries and other specified excluded subsidiaries. Alderwoods Group, Inc., the parent company,
has no independent assets or operations, and the guarantees of its guarantor subsidiaries are full and
unconditional, and joint and several.

In certain change of control situations, the Company is required to make an offer to purchase the
then-outstanding Eight-Year Senior Unsecured Notes at a price equal to 101% of their stated
principal amount, plus accrued and unpaid interest to the applicable repurchase date and Liquidated
Damages, if any.

The Credit Agreement and the indenture governing the Eight-Year Senior Unsecured Notes restrict
the Company’s ability to engage in asset sales. The Credit Agreement and the indenture governing the
Eight-Year Senior Unsecured Notes prohibit dispositions of assets unless the assets disposed of fulfill
the requirements of specified exceptions. The indenture governing the Eight-Year Senior Unsecured
Notes excepts, among other exceptions, assets with a fair market value less than $5,000,000. One
specified exception contained in the Credit Agreement is dispositions of any of a group of identified
“discontinued assets;” another is dispositions of assets not exceeding $35,000,000 book value in the
aggregate over the life of the Credit Agreement, provided that (i) the consideration received is at least
equal to fair market value and (ii) not less than 75% of the consideration is paid in cash or cash
equivalents. Within 270 days of the receipt of net proceeds from any such asset sale, the Company has
the ability to apply such net proceeds at its option (or as otherwise required) to invest in non-current
operating assets (or enter into agreements for such investment which agreements are consummated
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NOTE 7. LONG-TERM DEBT (Continued)

within 360 days of such receipt of asset sale proceeds). Up to $10,000,000 of such net proceeds in any
fiscal year (but not in excess of $35,000,000 in the aggregate over the term of the Credit Agreement)
may be applied to make capital expenditures. To the extent the Company receives net proceeds in
excess of additional specified thresholds and such excess is not applied to invest in non-current
operating assets or make capital expenditures as described in the two immediately preceding
sentences, the Company must make mandatory repayments under the Credit Agreement and, after all
indebtedness under the Credit Agreement has been repaid, offer to purchase the Eight-Year Senior
Unsecured Notes at a purchase price equal to 100.00% of the stated principal amount, plus accrued
and unpaid interest and Liquidated Damages, if any.

Covenants in the Credit Agreement and the indenture governing the Eight-Year Senior Unsecured
Notes restrict, and under specified circumstances prohibit, the payment of dividends by the Company.

Pursuant to the indenture governing the Eight-Year Senior Unsecured Notes, the Company has
entered into a registration rights agreement (the “Registration Rights Agreement”). Pursuant to the
Registration Rights Agreement, the Company is required, on or prior to May 16, 2005, to file an
exchange offer registration statement on an appropriate form under the Securities Act of 1933 with
the U.S. Securities and Exchange Commission. Upon the effectiveness of the exchange offer
registration statement, the Company will offer holders of the Eight-Year Senior Unsecured Notes the
opportunity to exchange their notes for notes with substantially identical terms covered by the
exchange offer registration statement. In the event (i) the Company fails to timely file an appropriate
registration statement, (ii) the registration statement is not timely declared effective, (iii) the
Company fails to timely consummate the exchange offer, or (iv) the registration statement is declared
effective, but thereafter ceases to be effective or usable during periods specified in the Registration
Rights Agreement (each of (i) through (iv), a “Registration Default”), then the Company will be
subject to liquidated damages within the first 90-day period immediately following the Registration
Default of 0.25% per annum of the outstanding principal amount of the Eight-Year Senior Unsecured
Notes. The amount of liquidated damages will increase by an additional 0.25% per annum with
respect to each subsequent 90-day period until the Registration Default has been cured, up to a
maximum of 1.00% per annum.

Maturities of long-term debt principal are as follows:

End of
Fiscal Year
20008 . e $ 9,083
20006 . . e 4,389
2007 . 4,700
2008 . . e e 3,649
2000 . . e 240,063
Thereafter . ... o e e e e 201,756
$463,640
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NOTE 8. INSURANCE ACTIVITIES

Revenue from insurance operations is comprised of the following:

52 Weeks Ended

52 Weeks Ended 53 Weeks Ended December 28,

January 1, 2005 January 3, 2004 2002
Premiums..................... $67,833 $52,251 $46,084
Interest, dividend and other
investment income. .. .......... 10,560 8,753 7,432
Realized investment gains . . ... .... 1,731 123 468
$80,124 $61,127 $53,984

As of January 1, 2005, and January 3, 2004, the fair value of insurance operation investments classified as
available-for-sale were based on quoted market prices. The carrying values of cash and short-term
investments and other investments approximate their fair values, due to their short-term to maturity. Fixed
maturity securities are classified as available-for-sale and carried at fair value. Investments in debt

securities are evaluated for other than temporary impairment. Other

than temporary impairment is

reflected in current period income as a realized loss. It is possible that a significant change in economic
conditions in the near term could result in losses that could be significant to the Company. Insurance

invested assets carrying and fair values consist of the following:

Available-for-sale
Fixed income securities:
U.S. Treasury and other Government obligations .. ... ..
U.S. state and political subdivisions . .. ..............
Corporate ... ...t

Totalbonds . ........ ... . ... ... L.
Collaterized mOTtgagES . . . . o v v v vt
Mortgaged-backed . ....... ... .. ... .. ...
Asset-backed . ... ... oo o

January 1, Janoary 3,
2005 2004

$ 36,405 § 31,027
1,201 1,149
107,981 86,232

145,587 118,408
47,490 29,235
45,385 36,392
10,227 7,666

248,689 191,701
2,004 3,951
92 788

$250,785  $196,440

During the 52 weeks ended January 1, 2005, insurance investments classified as available-for-sale with
a cost of $40,021,000 (2003 -~ $32,331,000), were sold for proceeds of $41,752,000 (2003 — $32,454,000),
resulting in $1,976,000 (2003 — $770,000) and $245,000 (2003 — $647,000) of realized gains and losses,
respectively. The specific cost method was used to determine the cost of available-for-sale securities

disposed of.

Included in the fair value of insurance investments classified as available-for-sale are $7,666,000
(2003 — $6,787,000) and $714,000 (2003 — $1,167,000) of unrealized gains and losses, respectively.
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Maturities of fixed maturity securities, excluding mortgage-backed securities, collateralized mortgage
obligations and asset-backed obligations are estimated as follows:

January 1, January 3,

2005 2004
Duecinoneyear orless ... ........ v onnnnnn.. $ 1,904 § 1,755
Dueinonetofiveyears ........... ... .. .. ... . ... .. 43,760 22,019
Dueinfivetotenyears. . ... ..., 21,125 32,067

Thereafter ... ... . . . 78,798 62,567
’ $145,587 $118,408

The Company has determined that unrealized losses in insurance invested assets are not
other-than-temporary, as the unrealized losses were due to temporary fluctuations in interest rates.
Insurance invested assets are currently predominantly in fixed income securities. The Company manages
the mix of fixed income securities in accordance with policies set by an investment committee comprised of
members of senior management. The investment committee sets and modifies the mix of investments with
the assistance of independent professional financial advisors. The policy emphasizes a conservative
approach while maintaining acceptable levels of income and capital appreciation. The unrealized losses
and their duration in insurance invested assets as at January 1, 2005, are shown in the following table.

Greater than

Less than 12 Months 12 Months Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
Available-for-sale
Fixed income securities:
U.S. Treasury and other Government
obligations . . . ....... ... ... ... $ 2,084 $ 10 $ 2255 $ 47 $ 4,339 $ 57
U.S. state and political subdivisions . . .. — — 1,201 68 1,201 68
Corporate . . .......... ... ...... 12,125 208 8,641 194 20,766 402
Totalbonds..................... 14,209 218 12,097 309 26,306 527
Collaterized mortgages . . .. ......... 12,875 138 — — 12,875 138
Mortgaged-backed . . .............. 12,839 21 4,087 27 16,926 48
Total temporarily impaired securities . . . . . .. $39,923 $377 $16,184 $336 $56,107 $713

NOTE 9. STOCKHOLDERS’ EQUITY
Capital stock

The Company is authorized to issue 10,000,000 shares of preferred stock, with a par value of $0.01 per
share, of which none have been issued.

The Company is authorized to issue 100,000,000 shares of Common stock, with a par value of $0.01
per share. The Company has 173,451 shares of Common stock held in reserve, but unissued, for possible
future issuance in connection with certain class 11 claims under the Plan.
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Pursuant to the Company’s Director Compensation Plan (the “Director Compensation Plan”), each
director of the Company who is not an employee of the Company or any of its subsidiaries has the option
of receiving his or her annual base retainer and attendance fees in cash, Common stock or a combination
thereof. Further, each participant may elect to have Common stock paid in the form of deferred Common
stock (“Deferred Stock™), which will be credited to a booking account in the name of the participant. The
Deferred Stock is subject to a deferral period during which the participant has no right to transfer any
rights under his or her Deferred Stock and has no other rights of ownership therein. The Company has
reserved 100,000 shares of Common stock for issuance as compensation in lieu of cash under the Director
Compensation Plan, of which 43,514 shares have been issued as of January 1, 2005.

In addition, warrants to purchase 2,992,000 shares of Common stock were issued on the Effective
Date. The warrants entitle the holders to purchase, at any time up to January 2, 2007, shares of Common
stock at an exercise price of $25.76 per share. The exercise price of the warrants exceeded the fair value
of the Company’s Common stock on the date of issuance and throughout the 52 weeks ended
January 1, 2005, 53 weeks ended January 3, 2004, and 52 weeks ended December 28, 2002. None of the
warrants have been exercised.

Stock option plans

On January 2, 2002, the Company implemented the 2002 Equity Incentive Plan (the “Equity Incentive
Plan”). The Company’s Board of Directors (or a committee thereof) may determine the awards to be
granted under the Equity Incentive Plan. The Equity Incentive Plan provides for grants of stock options to
the employees and members of the Company’s Board of Directors. A total of 4,500,000 shares of Common
stock are available for issuance in satisfaction of awards under the Equity Incentive Plan. Stock options are
granted with an exercise price equal to the stock’s fair market value at the date of grant. Except in certain
cases, stock options have 3-year terms and vest at a rate of 25% on the first, 25% on the second and 50%
on the third anniversaries of the date of grant.
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The following is a summary of the total number of outstanding stock options:

Weighted
Outstanding  Average Exercise
Options Price
(thousands) (dollars per

Common share)

Granted . . ..o e 3,730 $11.20

Exercised . . ... ... — —
Cancelled ...... ... (260) 12.90
Balance at December 28,2002 .. ... ... ... .. .. 3,470 11.07
Granted. . . ... e e e 1,220 3.65
Exercised . . .. # 7.59
Cancelled . ... ... . (501) 11.39
Balance at January 3, 2004 . . ... ... ... 4,185 8.87
Granted . . . vt e 70 9.43
EXercised . . ..o e e (10) 5.62
Cancelled .. ... . . e — —
Balance at January 1, 2005 . ... ... . . o 4,245 $ 8.89

The following table summarizes information about stock options outstanding at January 1, 2005:

Weighted-
Average Weighted- Weighted-
Number Remaining Average Exercise Number Average Exercise
Range of Exercise Prices Outstanding  Contractual Life Price Exercisable Price
(dollars per Common share) (thousands) (in years) (dollars per (thousands) (dollars per
Common share) Common share)
$3.65-$596. . ... ........ 1,205 8.24 $ 3.65 298 $ 3.65
$5.97-$7.59 .. ... ... ... .. 1,150 7.48 7.48 572 7.48
$7.60-$1323 . ... ........ 1,890 7.22 13.09 1,405 13.23
4,245 7.58 8.89 2,275 10.53

FAS No. 123 requires disclosure of pro forma amounts to reflect the impact as if the Company had
elected to adopt the optional fair value expense recognition provisions of FAS No. 123 for its stock option
plans. The following table illustrates the effect on net income (loss) and net income (loss) per share, if the
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NOTE 9. STOCKHOLDERS’ EQUITY (Continued)

Company had applied the fair value recognition provisions of FAS No. 123 to stock-based employee
compensation using the Black-Scholes option pricing methodology.

52 Weeks Ended 53 Weeks Ended 52 Weeks Ended

January 1, January 3, December 28,
2005 2004 2002

Net income (loss):

Asreported ................. $ 9,349 $ 10,807 $(233,744)

Pro forma, netof tax........... 6,765 8,328 (237,315)
Basic and diluted earnings (loss)

(dollars per Common share):

Asreported ................. $ 023 $ 0.27 $(5.86)

Proforma................... 0.16 0.21 (5.95)

The fair value of stock options used to compute the pro forma net loss and loss per Common share
disclosures was calculated as of the grant date, using the Black-Scholes option-pricing model with the
following assumptions:

January 1, January 3, December 28,

Weighted-average assumptions 2005 2004 2002

Dividendyield.......................... 0.0% 0.0% 0.0%
Expected volatility . . ..................... 41.5% 32.9% 32.9%
Risk-free interestrate .. .................. 1.93% 31% 3.1%
Expected option life inyears ............... 3 3 3

The weighted average fair value of the Company’s stock options, calculated using the Black-Scholes
option-pricing model, granted during the 52 weeks ended January 1, 2005, was $2.84 (2003 — $0.96,
2002 — $2.93) per option.

The Black-Scholes option-pricing model was developed for use in estimating the fair value of traded
options that have no vesting restrictions and are fully transferable. In addition, option-pricing models
require the input of highly subjective assumptions, including the expected price volatility and option life.
The expected option life is based on the Predecessor’s historical experience as well as the vesting periods
and terms of the stock options. The Company uses expected volatility rates, which are based on a
combination of the Company’s historical volatility rates, plus the historical volatility rates of other
companies in the death care industry, trended into future years. Changes in the subjective input
assumptions can materially affect the fair value estimate, and therefore the existing models do not
necessarily provide a reliable single measure of the fair value of the Company’s stock options.
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NOTE 9. STOCKHOLDERS’ EQUITY (Continued)
Accumulated other comprehensive income

The components of accumulated other comprehensive income are as follows:

Unrealized
Foreign Gain on Accumulated
Currency Insurance Unrealized Other
Translation Invested Gain on Comprehensive
Adjustment Assets Derivatives Income
Balance, December 31,2001 ... .............. $  — $ — $ — 5§ —
Activity in 2002 . . . ... .. L 1,942 15,094 — 17,036
Balance, December 28,2002 ... .............. 1,942 15,094 — 17,036
Activity in 2003 . . oo 15,187 (5,432) 689 10,444
Balance, January 3,2004 . . .................. 17,129 9,662 689 27,480
Activity in 2004 . . ... ... ... 5,324 (5,144) 1,230 1,410
Balance, January 1,2005 .. .................. $22.453 $ 4,518 $1,919 $28,890

NOTE 10. LEGAL CONTINGENCIES

The Company is a party to legal proceedings in the ordinary course of its business, and believes it has
made adequate provision for any potential estimated liabilities. The Company does not expect the
outcome of any proceedings, individually or in the aggregate, to have a material adverse effect on the
Company’s financial position, results of operations or liquidity.

NOTE 11. COMMITMENTS AND CONTINGENCIES
Leases

The future annual payments for operating leases with terms greater than one year, primarily for
premises, automobiles and office equipment, are as follows:

Premises  Automobiles  Other Total
2005 . .. e $7,686 $1,085 $431 § 9,202
2006 .. .. 5,929 684 218 6,831
2007 . . 5,047 338 93 5,478
2008 .. 4,135 95 25 4,255
2000 ... 3,542 — 4 3,546
Thereafter. .. .......... ... .. c...... 14,987 — — 14,987

In addition to the automobile leases noted in the table above, as at January 1, 2005, the Company
leased approximately 1,270 vehicles under a master operating lease agreement, which has a minimum lease
term of 12 months. The Company’s practice is to continue these leases on a month-to-month basis after the
expiry of the minimum lease term. Lease payments for these vehicles are projected to be $7,417,000
in 2005.

89




ALDERWOODS GROUE INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Tabular amounts expressed in thousands of dollars except per share amounts)

NOTE 11. COMMITMENTS AND CONTINGENCIES (Continued)

Total expense incurred under all operating leases for the 52 weeks ended January 1, 2005, was
$21,739,000 (2003 — $23,181,000, 2002 — $22,731,000).

Environmental contingencies and liabilities

The Company’s operations are subject to numerous environmental laws, regulations and guidelines
adopted by various governmental authorities in the jurisdictions in which the Company operates. On a
continuing basis, the Company’s business practices are designed to assess and evaluate environmental risk
and, when necessary, conduct appropriate corrective measures. Liabilities are recorded when known or
considered probable and reasonably estimable.

The Company provides for environmental liabilities using its best estimates. Actual environmental
liabilities could differ significantly from these estimates.

NOTE 12. RETIREMENT PLANS

The Company has a 401(K) Retirement Savings Plan for United States employees who may defer
between 1% and 75% of their eligible compensation. The Company will match between 50% and 100% of
employee contributions to a maximum of either 2% of employees’ eligible compensation for certain
employees or $2,000 for others. There are no required future contributions under this plan in respect of
past service.

The Company has a Registered Retirement Savings Plan for Canadian employees who may contribute
either 3% or 5% of their compensation which is matched by an equal contribution to the plan by the
Company on behalf of employees. There are no required future contributions under this plan in respect of
past service.

The Company’s total expense for these retirement plans for the 52 weeks ended Januvary 1, 2005, was
approximately $2,675,000 (2003 — $2,650,000, 2002 — $2,686,000).
NOTE 13. INCOME TAXES

The provision or benefit for income taxes included United States federal income taxes, determined on
a consolidated return basis, foreign, state and local income taxes.

Income (loss) before income taxes was as follows:
52 Weeks Ended 53 Weeks Ended 52 Weeks Ended

January 1, January 3, December 28,
2005 2004 2002
United States . . ................ $(12,954) $(2,731) $(232,383)
Foreign ........ ... ... . ... 7,708 5,490 8,343
$ (5,246) $ 2,759 $(224,040)
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NOTE 13. INCOME TAXES (Continued)

Income tax provision (recovery) consisted of the following:
52 Weeks Ended 53 Weeks Ended 52 Weeks Ended

January 1, January 3, December 28,
2005 2004 2002
Current:
United States . ............... $(3,243) $(5,575) $(2,506)
Foreign..................... 319 386 (1,069)
State and local ............... 6,597 654 4,381
3,673 (4,535) 806
Deferred:
United States . ............... (1,380) (1,950) (1,350)
Foreign.................. ... (31) - —
State and local ............... (3,715) — —
(5,126) (1,950) (1,350)
Total provision . ................ $(1,453) $(6,485) $ (544)

The Company made income tax payments of $8,160,000 (2003 — $9,920,000, 2002 — $10,910,000),
excluding income tax refunds of $1,323,000 (2003 — $17,029,000, 2002 — $8,251,000), during the 52 weeks
ended January 1, 2005.

The difference between the U.S. federal statutory income tax rate and the effective tax rate was-

as follows:
52 Weeks Ended 53 Weeks Ended 52 Weeks Ended

January 1, January 3, December 28,
2003 2004 2002

U.S. Federal statutory tax rate . . . . .. 35.0% 35.0% 35.0%
State and local taxes . . . .......... (54.9) 237 (2.0)
Non-deductible or non-taxable

amounts, change in valuation

allowance and other ........... (73.2) (0.5) 24
Non-deductible goodwill impairment . — — (37.9)
Result of favourable outcome of tax

audits .. ... 120.8 (293.2) 2.7
Effective income tax rate. ......... 27.7% (235.0)% 0.2%
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NOTE 13. INCOME TAXES (Continued)

The tax effects of temporary differences that give rise to significant deferred tax assets and liabilities
are as follows:

January 1, January 3,

2005 2004
Deferred tax liabilities
Receivables . . . ... .. ... .. . . . $ — § 1,267
Property and equipment ............ ... . .. ..., 49,110 59,274
Pre-need funeral receivables and trust investments . ... .. 122,424 130,429
Pre-need cemetery receivables and trust investments . . . . . 85,952 63,922
Cemetery perpetual care trust investments ............ 730 —
Insurance invested assets . .. ........... ... ..., 2,433 2,076
Goodwill . ...... . . .. 17,600 13,725
Total deferred tax liabilities ..................... 278,249 270,693
Deferred tax assets
Receivables. . . ... ... ... .. . . . . 2,314 —
Cemetery Droperty . .........o it 57,963 68,848
Accounts payable and accrued liabilities . . ............ 13,082 17,885
Pre-need funeral and cemetery obligations ............ 272,396 284,119
Insurance policy liabilities . ................. ... ... 11,828 8,062
Covenants Not tO COMPELE . . . . v v v v v v e e e 9,668 14,948
Deferred agency costs . . ... i 14,315 25,701
Operating and capital loss carryforwards. ... .......... 340,589 273,712
Other . .. o e 10,883 13,868
Total deferred tax assets before valuation allowance . . . . 733,038 707,143
Valuation allowance .. ....... ... .. ... ........ (466,975)  (451,181)
Total deferred tax assets after valuation allowance . . ... 266,063 255,962
Net deferred tax liabilities of continuing operations ... .... $ 12,186 $ 14,731

Although realization of the Company’s net deferred tax assets is not assured, management believes
that it is more likely than not that reversals of deferred tax liabilities and the expected profitability of the
Company’s insurance operations over the next 15 years will provide sufficient taxable income to realize the
deferred tax assets after consideration of the valuation allowance. It is possible that the estimated valuation
allowance could change in the near term due to matters such as the timing and manner of reversals of
deferred tax liabilities, sales of operations and future income or loss. If this occurs, any resulting increase in
the valuation allowance would generally be treated as an additional income tax expense in the period in
which it arises, while any resulting decrease reflecting realization of the benefits of tax assets that had a
corresponding valuation allowance established on the Effective Date would be treated as a reduction of
goodwill established on the Effective Date, with any excess over the value assigned to such goodwill
recognized as a capital transaction.
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NOTE 13. INCOME TAXES (Continued)

As a result of the Company’s emergence from bankruptcy, all federal net operating loss carryforwards
of the Company generated prior to emergence and during fiscal 2002, have been eliminated. As a result,
the Company’s net operating loss carryforwards pertaining to federal, state, local, and foreign jurisdictions
will expire as follows:

End of
Fiscal Year
2005 e $ 12,726
2006 . . e e 9,751
2007 . e 16,183
2008 . .. 17,395
2000 . 16,264
Thereafter . . ... ... . 647,807
$720,126

The amount of loss carryforwards reflects the Company’s best estimate of the effects that the
confirmation and implementation of the Plan will have on the reduction and in some cases elimination of
certain net operating loss carryforwards for income tax purposes. These amounts are subject to final
determination by taxation authorities. Further, the Company expects its ability to utilize certain net
operating losses to offset future Company taxable income in any particular year may be limited because
distribution of the Company’s Common stock to the Company’s creditors pursuant to the Plan has resulted
in an ownership change as defined in Section 382 of the Internal Revenue Code. The Company believes
that uncertainty exists with respect to future realization of the loss carryforwards and a full valuation
allowance has been established for the net operating loss carryforwards.

Deferred tax liabilities are not recognized for basis differences related to investments in foreign
subsidiaries that are essentially permanent in duration.

Goodwill that is expected to be deductible for tax purposes at January 1, 2005 is $92,638,000
(2003 — $112,177,000, 2002 — $124,854,000).
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NOTE 14. SUPPLEMENTARY STATEMENTS OF CASH FLOWS DISCLOSURE

Supplemental disclosures related to the statement of cash flows consist of the following:

52 Weeks 53 Weeks 52 Weeks

Ended Ended Ended
January 1, January 3, December 28,
2005 2004 2002
Decrease {increase) in assets:
Receivables, net of allowances
Trade . ... .o $ (2,387) $ (6,776) 2,814
Other. ..., (5,824) 18,352 4,004
Inventories ............. ... ... .. ... 836 1,516 4,381
Prepaid expenses . ........... ... ..., (658)  (2,283) 1,147
Cemetery property . .. .ooovv v, (16,238)  (3,281) (8,431)
Otherassets. ............... ... ....... (18,932) (12,535) (11,142)
Increase (decrease) in liabilities:
Accounts payable and accrued liabilities ... .. (14,176)  (7,330)  (17,262)
Net effect of pre-need receivables and deferred
TEVETUE . . vovvte vt e et 35,150 52,552 10,650
Other liabilities ... .......... ... ... ... 6,464 (2,754) (2,743)
Insurance policy liabilities . .. ............. 1,831 5,811 5,842
Other changes in non-cash balances ........ (3,170) 7,840 9,825
$(11,104) $ 51,112 (915)
Supplemental information:
Interest paid . ..........covieinin... $ 53918 $ 77,200 $ 74,300
Income taxes paid, net of refunds ... ....... 6,837 (7,109) 2,659
Long-term debt issue costs paid ........... 12,094 10,908 295
Bad debtexpense...................... 3,722 3,661 5,978
Non-cash investing and financing activities:
Stock issued in connection with
Predecessor’s key employee retention plan — — 704
Stock issued in connection with the
settlement of certain unsecured claims . . . 31 107 —
Stock issued as compensation in lieu of cash 173 105 54
Capital leases entered into .. ........... — 160 839
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NOTE 14. SUPPLEMENTARY STATEMENTS OF CASH FLOWS DISCLOSURE (Continued)

52 Weeks 53 Weeks 52 Weeks

Ended Ended Ended
January 1, January 3, December 28,
2005 2004 2002
Restricted cash investing and financing
activities:
Purchases of funeral, cemetery, and
perpetual care trust investments .. ...... 356,254 — —
Proceeds on disposition and maturities of
funeral, and cemetery, and perpetual care
trust investments . .. ....... ... ... ... 375,191 — —
Increase in non-controlling interests in
funeral, cemetery and perpetual care trusts 50,602 — —
Decrease in non-controlling interests in
funeral, cemetery and perpetual care trusts 81,575 — —

NOTE 15. SUPPLEMENTARY FINANCIAL INFORMATION

A summary of certain balance sheet accounts is as follows:

January 1, January 3,
2005 2004

Receivables, net of allowances:

Customer receivables . . .. ... .. i $ 68,721 $ 64,016
Allowance for doubtful accounts. . ................... (12,029) (9,912)
Other . .. 9,768 3,972

$ 66460 $ 58,076

Cemetery property:

Developed land and lawn crypts . . ................... $ 37,311 § 34,828
Undevelopedland .. ..... ... ... ... .. ... ... . ..., 30,660 31,070
Mausoleums . ....... . e 50,648 51,464

$118,619 $117,362

Property and equipment:

Land. .. ... . $166,252 $177,489
Buildings and improvements . . ... ... ... ... ... ... 368,230 350,411
Automobiles . ... .. .. e 13,003 13,819
Furniture, fixtures and equipment . . . ................. 54,298 45,365
Computer hardware and software . . .................. 23,306 16,607
Accumulated depreciation . ............ ... ... ... (85,210)  (55,173)

$539,879  $548,518
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NOTE 15. SUPPLEMENTARY FINANCIAL INFORMATION (Continued)

January 1, January 3,
2005 2004

Other assets:

Intangible assets . ... ...... ... ... ... $ 15,060 $ 10,912
Deferred finance costs . ... ... i $ 10339 $ 8,072
Notesreceivable ......... ... .. ... ... .. 2,696 2,503
Other . ... e 9,649 9,867

$ 37,744 § 31,354

Accounts payable and accrued liabilities:

Trade payables. .. . ... v e $ 19,847 § 22,008
Interest . . .. .. . 7,210 15,048
Accrued liabilities . ... ... ... . . ... e 32,421 43,921
Accrued INSUTance ... ... i e e 18,057 15,183
AcCrued taXeS . o v e 44,785 46,048
Other ... 18,287 12,075

$140,607 $154,283

Deferred pre-need contract revenue:
Funeral . ... .. . $ 69,215 $341,168
Cemetery . .o e 13,569 259,496

$ 82,784  $600,664

Other liabilities:

Perpetual care liability ... ........ ... . ... ... ..... 7,487 $§ 8,182
Notespayable . ...... ... ... ... .. . ... ... . . ... 12,667 9,763
o 1,761 (2,515)

$ 21,915 § 15,430
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NOTE 15. SUPPLEMENTARY FINANCIAL INFORMATION (Continued)

52 Weeks 53 Weeks 52 Weeks

Ended Ended Ended
January 1, January 3, December 28,
2005 2004 2002
Other expense (income), net:
For funeral, cemetery and perpetual care trust
investments:
Realized gains ...................... $(15,748) § — § —
Realized losses . ........... ... ....... 10,009 — —
Interest and dividend income............ (24,915) — —
Trust investment expenses and income taxes . 5,169 — —
Interest expense related to non-controlling
interest in funeral and cemetery trusts ... .. 18,335 — —
Non-controlling interest in perpetual care
TrUSES . .o 7,150 — —
(Gain) loss on disposal of business and other
ASSEES « vt (3,529) 1,056 (71)
Other . ... ... 2,366 3,000 (6,624)

$ (1,163) $4,056  $(6,695)

The trust investment and non-controlling interest balances do not have comparable 2003 and 2002
balances due to the Company adopting FIN No. 46R at the beginning of its 2004 fiscal year on January 4,
2004.

NOTE 16. GOODWILL

FAS No. 142 requires that goodwill be reviewed for impairment annually, as well as upon the
occurrence of certain events that would more likely than not reduce the fair value of a reporting unit below
its carrying amount. Under FAS No. 142, goodwill impairment is deemed to exist, and must then be further
assessed, if a reporting unit’s carrying amount exceeds its estimated fair value. The Company’s reporting
units are funeral, cemetery and insurance, which are consistent with the Company’s operating segments.
All of the Company’s goodwili is recorded in the funeral reporting unit. In accordance with FAS No. 142,
the Company undertook its annual goodwill impairment review during the third fiscal quarters of 2004 and
2003, and, as a result, there was no indication of goodwill impairment as at October 9, 2004, or October 4,
2003, as the estimated fair value of the funeral reporting unit exceeded its carrying amount. A goodwill
impairment provision of $228,281,000 for the funeral reporting unit was recorded for the 52 weeks ended
December 28, 2002. The fair value of the funeral reporting unit was determined by using a discounted cash
flow valuation methodology consistent with that applied at the Effective Date, with a discount rate
comparable with other enterprises in the death care industry, adjusted for risks associated with differences
in company size, certain characteristics specific to the Company and cash flow projection risk.

The 2002 funeral reporting unit goodwill impairment provision was primarily the result of a reduction
of the projected financial results used in the valuation of the funeral reporting unit compared to those used
during the reorganization process and the determination of reorganization value as set forth in the Plan.
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NOTE 16. GOODWILL (Continued)

The financial projections were reduced principally due to actual 2002 operating results. The lower
valuation was also affected by the decline in the economy generally, as well as the decline in funeral
industry-specific market values.

The changes in the carrying amount of goodwill for the funeral reporting unit are as follows:

52 Weeks 53 Weeks

Ended Ended
Janvary 1, January 3,

2005 2004
Balance, beginningof year. . .......... .. ... o L $320,640 $320,563
Adiustments . ... ... 494 77
Balance,end of year . ......... . ... ..., $321,134  $320,640
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NOTE 17. SEGMENT REPORTING

The Company’s reportable segments are comprised of the three businesses it operates, each of which
offers different products and services: funeral homes, cemeteries and insurance (see Note 1).

The Company sells primarily to external customers, though any intersegment sales or transfers occur
at market price. The Company evaluates performance based on income from operations of the respective
businesses.

Funeral Cemetery Insurance Other Consolidated

Revenue earned from external sales:

52 weeks ended January 1, 2005 ... .. .. $ 472935 $163,731 $ 80,124 § — § 716,790

53 weeks ended January 3, 2004 .. ... .. $ 491,612 $167,542 $ 61,127 $ — § 720,281

52 weeks ended December 28,2002 . ... $ 481,632 $156,381 § 53,984 § — $ 691,997
Income (loss) from operations:

52 weeks ended January 1, 2005 . ... ... $ 94640 $ 23539 $§ 4,709 $(51,218) $§ 71,670

53 weeks ended January 3, 2004 . ... ... $ 110,529 §$ 27,268 § 1,752 $(56,281) $ 83,268

52 weeks ended December 28, 2002 . ... §$(121,631) $ 18,525 § 609 $(43,188) $ (145,685)
Depreciation:

52 weeks ended January 1, 2005 .. ... .. $ 24283 $ 14,054 $ 166 §$§ 3,582 $ 42,085

53 weeks ended January 3,2004 .. ... .. $ 24,194 $ 13,324 $§ 139 § 2,525 $ 40,182

52 weeks ended December 28,2002 .... $§ 23277 $ 12348 § 109 § 1978 § 37,712
Total assets:

January 1,2005 . .................. $1,154,019 3$878,350 $272,823 $ 67,236 $2,372,428

January 3,2004 ................... $1,218,974 $668,357 $481,622 §$ 84,050 $2,453,003

December 28,2002 ................ $1,261,220 $769,350 $442,617 $ 80,463 $2,553,650
Goodwill:

January 1, 2005 .. ..., $ 321,034 $§ — $§ — § — $§ 321,134

January 3, 2004 ................... $ 320,640 $ — 3 — $ — $ 320,640
Purchase of property and equipment:

52 weeks ended January 1, 2005 . ... ... $§ 23273 $§ 3362 $ 74 $10474 $ 37,183

53 weeks ended January 3, 2004 ... .. .. $ 18640 § 2276 $ 183 § 4,087 $§ 25,186

52 weeks ended December 28,2002 .... $§ 18924 $ 574 $§ 202 §$ 1936 $ 21,636

The following table reconciles earnings (loss) from operations of reportable segments to total earnings
(loss) and identifies the components of “Other” segment earnings from operations:

52 Weeks 53 Weeks 52 Weeks

Ended Ended Ended
January 1, Januvary 3, December 28,
2005 2004 2002
Earnings (loss) from operations of funeral,
cemetery and insurance segments ... ....... $122,888 $139,549  $(102,497)
Other expenses of operations:
General and administrative expenses . . ... ... (51,218)  (56,281) (43,188)
Income (loss) from operations . ............. $ 71,760 $ 83,268  $(145,685)
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NOTE 17. SEGMENT REPORTING (Continued)

The following table reconciles total assets of reportable segments and details the components of
“Other” segment assets, which is mainly comprised of corporate assets:

Januvary 1, January 3, December 28,

2003 2004 2002

Total assets of funeral, cemetery and insurance

SEEMENTS . .ot $2,305,192 $2,368,953 $2,473,187
“Other” assets includes:

Cash .. .. 2,038 30,911 37,158

Receivables ... ......... ... ... .. .. ..... 5,294 5,116 8,331

Prepaid expenses . ........ ... ... 24,572 23,736 21,040

Property and equipment .. ............... 16,494 9,186 6,895

Other ... ... i 18,838 15,101 7,039

$2,372,428 $2,453,003 $2,553,650

The Company operates principally in the United States and also has operations in Canada. The
Company’s United Kingdom operations are classified as discontinued operations and were disposed of on
October 20, 2003. The following tables depict the revenue earned and the long-lived assets held in the
reportable geographic segments.

52 Weeks Ended 53 Weeks Ended 52 Weeks Ended
Januoary 1, 2005  January 3, 2004  December 28, 2002

Revenue:
United States . . ............. $660,149 $665,007 $645,914
Canada ................... 56,641 55,274 46,083

716,790 $720,281 $691,997

January 1, 2005  January 3, 2004  December 28, 2002

Property and equipment and
cemetery property:

United States . . ............. $572,481 $591,256 $614,933
Canada ................... 86,017 74,624 63,403
$658,498 $665,880 $678,336

NOTE 18. PROVISION FOR ASSET IMPAIRMENT

In accordance with Statement of Financial Accounting Standards No. 144, “Accounting for the
Impairment or Disposal of Long-Lived Assets” (“FAS No. 144”), the Company reviews its long-lived assets
for impairment when changes in circumstances indicate that the carrying amount of the asset may not be
recoverable. FAS No. 144 requires that long-lived assets to be held and used be recorded at the lower of
carrying amount or fair value. Long-lived assets to be disposed of are to be recorded at the lower of
carrying amount or fair value, less estimated cost to sell.
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NOTE 18. PROVISION FOR ASSET IMPAIRMENT (Continued)

Previously, the Company designated certain parcels of surplus real estate as held for sale, as they do
not meet the Company’s future geographic and strategic objectives. During the 52 weeks ended January 1,
2005, the Company determined that the carrying amounts of certain parcels of the surplus real estate now
exceeded the fair market value, less estimated cost to sell. Accordingly, the Company has recorded a
long-lived asset impairment provision of $1,922,000 for the 52 weeks ended January 1, 2005 (2003 —
$4,395,000, 2002 — $563,000).

The fair market value was determined by specific offer or bid, or an estimate based on comparable
recent sales transactions. The asset impairment provisions include management estimates. As a result,
actual results could differ significantly from these estimates.

NOTE 19. DISCONTINUED OPERATIONS OF ASSETS HELD FOR SALE

Over the previous three fiscal years, the Company engaged in a strategic market rationalization
assessment to dispose of cemetery and funeral operating locations that did not fit into the Company’s
market or business strategies, as well as under-performing locations and excess cemetery land. The
Company will on a smaller scale and over time, continue to assess the Company’s portfolio of funeral and
cemetery locations to ensure they continue to fit in the Company’s strategy. Once a property is added to
the disposal list, the Company expects to complete the sale within one year. As of January 1, 2005, the
Company had 18 funeral, six cemetery and four combination locations which have not been sold within one
year of being added to the disposal list. The Company has entered into sale agreements for all of these
locations, but is awaiting regulatory approval or purchaser financing arrangements, which have been
unexpectedly delayed. The Company continues to include these locations in discontinued operations of
assets held for sale.

During 2003, the Company identified Security Plan Life Insurance Company, its wholly-owned home
service insurance company, as a non-strategic asset, because it was not part of the Company’s pre-need
funeral sales efforts. The Company’s continuing insurance operations include Mayflower National Life
Insurance Company and National Capital Life Insurance Company, its wholly-owned pre-need life
insurance companies. On June 17, 2004, the Company announced the signing of an agreement by its
subsidiary, Mayflower National Life Insurance Company, to sell all the outstanding shares of Security Plan
Life Insurance Company for $85,000,000. The sale concluded on October 1, 2004. After payment of
applicable taxes and expenses, and the recapitalization of Mayflower National Life Insurance Company,
the Company utilized $65,000,000 of the proceeds to reduce long-term debt. The Company recorded a
pre-tax gain on the sale of $16,011,000.

The Company has classified all the locations identified for disposal as assets held for sale in the
consolidated balance sheets and recorded any related operating results, long-lived asset impairment
provisions, and gains or losses recorded on disposition as income from discontinued operations. The
Company has also reclassified the prior fiscal years to reflect any comparative amounts on a similar basis.
All discontinued operations financial information presented under the insurance segment relate to
Security Plan Life Insurance Company.

Discontinued operations consists of long-lived asset impairment provisions, gains and losses recorded
on disposition, and operating results of the locations. FAS No. 144 requires that long-lived assets to be
disposed of are to be recorded at the lower of carrying amount or fair market value, less estimated costs to
sell. Depreciation and amortization is not recorded once an asset has been identified as held for sale. The
fair market value was determined by specific offer or bid, or an estimate based on comparable recent sales
transactions. Impairment provisions on assets previously identified as held for sale resulted from changes
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NOTE 19. DISCONTINUED OPERATIONS OF ASSETS HELD FOR SALE (Continued)

in previously estimated proceeds, net asset values and closing costs. The long-lived asset impairment
provisions are based on management estimates. As a result, actual results could differ significantly from
these estimates.

The Company’s debt agreements require sale proceeds (above specified limits) from assets held for
sale to be applied towards the repayment of debt. During 2004 and 2003, the Company used such proceeds
to pay down the Term Loan B. Accordingly, interest expense for discontinued operations was calculated by
applying the applicable interest rates during the periods in which the repayment conditions were in effect
to both the amounts of principal repaid and to the expected proceeds of assets remaining to be sold as of
January 1, 2005. Certain comparative amounts have been reclassified to conform to the presentation
adopted in the current year.

The carrying amount, the fair market value, less estimated costs to sell, revenues and costs and
impairment provisions for the locations identified as held for sale are presented in the following tables.

52 Weeks Ended 53 Weeks Ended 52 Weeks Ended
January 1, 2005 January 3, 2004  December 28, 2002

Revenue
Funeral ................... $ 19,829 $ 43,917 $ 48,869
Cemetery . ................. 14,624 27,061 26,519
Insurance . ................. 41,720 54,956 57,254
$ 76,173 125,934 132,642
Gross margin
Funeral ................... $ 874 $ 4,512 $ 4,373
Cemetery . ................. 767 1,765 (4,404)
Insurance. . ................ 9,382 12,207 13,451
11,023 18,484 13,420
Provision for goodwill impairment . — — 13,923
Long-lived asset impairment on
assets identified as held for sale . 15,227 21,013 2,720
Other expense (income), net ... .. : (27,506) (10,049) 1,196
Income (loss) from discontinued
operations . ................ 23,302 7,520 (4,419)
Interest on long-term debt .. ... .. 3,672 1,535 325
Income (loss) from discontinued
operations, before tax . . .. ... .. 19,630 5,985 (4,744)
Income tax provision for
discontinued operations:
Current . .................. 4,731 1,322 2,519
Deferred . ................. 1,757 3,100 2,985
6,488 4,422 5,504

Income (loss) from discontinued
operations . ................ $ 13,142 $ 1,563 $(10,248)

Depreciation included in gross
margin of discontinued
operations . ................ $ 1,228 $ 3,950 $ 5,808
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NOTE 19. DISCONTINUED OPERATIONS OF ASSETS HELD FOR SALE (Continued)

Details of assets held for sale at January 1, 2005, are as follows:

Funeral Cemetery Total
Assets held for sale

CUITENt ASSEES .« . v vt oot et et e e e e e $ 2,140 $§ 218 § 2,358
Pre-need receivables and investments . ..................... 21,818 35,907 57,725
Cemetery PIOPEILY . . o v v vttt e — 136 136
Property and equipment . . ... ... .. ... 11,110 312 11,422
Other assets . ... i e 209 13,291 13,500
$ 35277 § 49,864 $ 85,141

Liabilities associated with assets held for sale
Current liabilities . . .. ... ... . . . e $ 66 § 316 $ 382
Non-controlling interest in funeral and cemetery trusts. . ........ 20,033 35,966 55,999
Other liabilities . ... ... . i e e 2,384 4,616 7,000
$ 22,483 §$ 40,898 $ 63,381
Non-controlling interest in perpetual care trusts .. .............. $ —  $ 12,647 $ 12,647

Details of assets held for sale at January 3, 2004, are as follows:
Funeral Cemetery Insurance Total
Assets held for sale

Current assets . . . ..o v vttt $ 4249 $§ 2456 $ 3,033 $ 9,738
Pre-need contracts . . . ....... ..o 41,210 64,109 — 105,319
Cemetery Property . .........ouveunennnnn.... — 16,675 — 16,675
Property and equipment ............... ... ..... 38,732 3,549 957 43,238
Insurance invested assets . .. ...........ccuviu... — — 242917 242917
Other assets .. ........ i 24 327 23,524 23,875
$ 84,215 $ 87,116 $270,431 $441,762

Liabilities associated with assets held for sale
Current liabilities .. .......... ... ... ........ $ 749 $ 904 § 2509 $ 4,162
Deferred pre-need contract revenue . . ............. 34,780 65,796 — 100,576
Insurance policy liabilities ... ................... — — 203,766 203,766
Other liabilities . . ........... ... ... .. ........ 319 4,435 — 4,754
$ 35848 $ 71,135 $206,275 $313,258
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NOTE 20. INCOME (LOSS) PER SHARE

The basic and diluted income (loss) per share computations for net income (loss) were as follows:

52 Weeks 53 Weeks 52 Weeks
Ended Ended Ended
January 1, January 3, December 28,
2005 2004 2002

Income (loss) (numerator):
Net income (loss) attributable to Common
stockholders. .. ...... ... ... . . ... $ 9349  $10,807  $(233,744)

Shares (denominator):
Basic weighted average number of shares of
Common stock outstanding (thousands) . . .. 40,001 39,971 39916
Effect of stock options assumed exercised . . .. 1,131 494 —

Diluted weighted average number of shares of
Common stock outstanding (thousands). ... .. 41,132 40,465 39,916

For the 52 weeks ended January 1, 2005, 1,130,221 employee and director stock options were dilutive
to earnings and are included in the calculation of diluted income (loss) per share. Employee and director
stock options to purchase 1,830,000 shares of Common stock were not included in the computation of
diluted loss per share, because they were anti-dilutive

NOTE 21. DERIVATIVE FINANCIAL INSTRUMENTS

As of January 1, 2005, the fair value of all of the Company’s derivatives under the Foreign Currency
Hedge Program was an unrealized gain of $2,087,000 (2003 — $737,000), which is included in other
current assets in the Company’s consolidated balance sheet. The Effective Portion is $1,919,000 (2003 —
$689,000) and is included in accumulated other comprehensive income in the Company’s consolidated
balance sheet. The Ineffective Portion is $168,000 and is included in general and administrative expenses
for the 52 weeks ended January 1, 2005 (2003 — $48,000, 2002 — $nil). Inciuded in general and
administrative expenses for the 52 weeks ended January 1, 2005, was a net gain of $639,000 (2003 and
2002 — $nil) of which $341,000 (2003 and 2002 — $nil) was the effective portion and $298,000 (2003 and
2002 — $nil) was the ineffective portion. As of January 1, 2005, a portion of the Company’s Foreign
Currency Expenditure from the period January 2, 2005, to May 2006, was hedged. As of January 1, 2005,
the Company estimates that based on current exchange rates and maturity dates of the Company’s
derivatives, $1,741,000 would be expected to be reclassified from accumulated other comprehensive
income to current earnings and included in general and administrative expenses over the next 12 months.
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NOTE 22. QUARTERLY FINANCIAL DATA (UNAUDITED)

Certain of the Company’s quarterly financial data in the table below have been restated from the
Company’s 2004 and 2003 quarterly reports on Form 10-Q, due to the reclassification of assets held for
sale as discontinued operations.

First Second Third Fourth
Quarter Quarter Quarter Quarter
52 Weeks Ended January 1, 2005:

Revenue, previously stated .. ................... $179,167 $164,080 §$ 211,962 n/a
Adjustment to reclass assets held for sale as

discontinued operations. . . . .......... .. .. ... (2,333) (1,892) (1,297) n/a
Revenue, restated ... ... .. .. $176,834 $162,188 § 210,665 $167,103
Gross profit, previously stated . . . ................ $ 34,817 $ 28749 $§ 33,138 $§ n/a
Adjustment to reclass assets held for sale as

discontinued operations. . .. ...... ... ... . ... 9 21 (403) n/a
Gross profit, restated . ... ....... ... $ 34,808 $ 28,770 § 32,735 $ 28,498
Net income (10s8). . .. ..o $ 4837 $ (6476) $ (13,378) $ 24,366
Basic and diluted income (loss) per Common share (in

dollars) . ... .. $ 012 §$ (016) $ (033) $ 0.60

33 Weeks Ended January 3, 2004:

Revenue, previously stated ... ......... ... .. .. .. $167,498 $166,500 $ 205,674 $192,010
Adjustment to reclass assets held for sale as

discontinued operations. . .. .......... ... ... .. (2,554) (2,437) (1,218) (5,193)
Revenue, restated . ..............c.cuiiiiinn... $164,944 $164,063 $ 204,456 $186,817
Gross profit, previously stated . . . .. .............. $ 31,861 $ 33,002 $ 34801 $ 45452
Adjustment to reclass assets held for sale as

discontinued operations. . .. ........ ... ....... (150) (288) (294) (441)
Gross profit, restated . .. ...................... $ 31,711 §$ 32,714 $ 34,507 $ 45,011
Net income (J0SS) . . .. oot e i e $ 6700 $ 6,873 § (13,185) $ 10,419
Basic and diluted income (loss) per Common share (in

dolars) ... . .. $ 017 $ 017 § (033) § 026

NOTE 23. SUBSEQUENT EVENTS

On January 3, 2005, the Company repurchased the remaining principal amount of $4,509,000 of the
Seven-Year Unsecured Notes at a premium of $282,000, plus accrued interest.

On March 18, 2005, the Company entered into an amendment to the Credit Agreement, among the
Company, Bank of America, N.A., as Administrative Agent, and the other banks, financial institutions and
other institutional lenders party thereto. The amendment modifies the Credit Agreement to provide the
Company additional flexibility to introduce an employee stock purchase plan and other long term incentive
plans, and increase the letter of credit sublimit under the Revolving Credit Facility to $35,000,000 from
$25,000,000, as well as making certain other agreed upon changes.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES

The Company maintains a set of disclosure controls and procedures designed to ensure that
information required to be disclosed by the Company in reports that it files or submits under the Securities
Exchange Act of 1934 is recorded, processed, summarized and reported within the time periods specified
in SEC rules and forms. As of January 1, 2005, an evaluation was carried out, under the supervision and
with the participation of the Company’s management, including the Chief Executive Officer (the “CEO”)
and the Chief Financial Officer (“CFO”), of the effectiveness of the Company’s disclosure controls and
procedures as of January 1, 2005. The Company has not completed its evaluation of the effectiveness of its
internal control over financial reporting as of the end of its most recent fiscal year. As permitted by the
SEC’s exemptive order dated November 30, 2004 (Release No. 50754), the Company expects to complete
its evaluation of the effectiveness of its internal control over financial reporting on or before May 2, 2005,
and will include the results of such evaluation in management’s annual report on internal control over
financial reporting to be included in an amendment to its Annual Report on Form 10-K, which amendment
will be filed with the SEC. In addition, the Company anticipates that its independent registered public
accounting firm will complete and provide to the Company such firm’s attestation report on management’s
assessment of the Company’s internal control over financial reporting on or before May 2, 2005, and the
Company will also include such attestation report in the amendment to its Annual Report on Form 10-K.
As a result of the material weakness identified below, the Company expects that its independent registered
public accounting firm will issue an adverse opinion with respect to the Company’s internal control over
financial reporting.

Because of the material weakness described below, as well as other deficiencies the Company has
identified, the CEO and CFO have concluded that the Company’s disclosure controls and procedures were
not effective as of January 1, 2005. The Company has already instituted, and will continue to implement,
corrective actions with respect to the material weakness, as described below in further detail. In addition,
the Company has implemented various procedures to correct and/or mitigate the other deficiencies the
Company has identified. The Company believes that the actions it has taken to date in this regard, when
taken as a whole, have mitigated the material weakness and other deficiencies with respect to the
preparation of this Annual Report on Form 10-K such that the information required to be disclosed in this
Form 10-K has been recorded, processed, summarized and reported correctly.

Internal Control over Financial Reporting

The Company’s management, including the CEO and CFO, is in the process of conducting its
evaluation of the effectiveness of its internal control over financial reporting based on the framework in
Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission. Based on preliminary results to date, management has identified a material
weakness in internal control over financial reporting as of January 1, 2005.

The material weakness identified relates to limitations in the capacity of the Company’s accounting
and tax resources to identify and react in a timely manner to new accounting pronouncements and
non-routine and complex business transactions. In 2004, a lack of experienced personnel and turnover in
the Company’s accounting and corporate tax functions resulted in untimely identification and resolution of
(i) accounting matters related to the adoption of FIN No. 46R; (ii) the accounting for the Company’s debt
refinancing, and (iii) issues in implementing the Company’s new tax accounting system. All of these
resulted in significant adjustments to the financial statements before issuance.
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In order to remediate these internal control deficiencies, the Company is making the following
changes:

* Hiring of additional accounting resources and engaging outside consultants to supplement the
internal accounting staff.

* Implementing a new pre-need trust accounting software system to simplify transaction accounting,
as well as to accelerate transaction accounting and analytical capabilities.

* Implementing a new tax consolidation process to improve the detail and accuracy within the tax
function.

* Reducing the number of taxable entities by reorganizing and merging certain legal entities to
simplify tax reporting requirements.

* Reducing the number of third party trust companies utilized to further simplify trust processing and
reporting requirements.

As the Company has not completed the testing and evaluation of its internal control over financial
reporting, it is possible that additional deficiencies could be determined to be individually or in aggregate a
material weakness.

Changes in Internal Controls

In 2004 the company adopted FIN No. 46R. During the last fiscal quarter of 2004, the Company
developed further internal controls for accounting and disclosure requirements for the consolidation of the
funeral and cemetery merchandise and service, and perpetual care trusts and several pooled investment
funds created for such trusts in the Company’s Consolidated Financial Statements.

During the last fiscal quarter of 2004, the Company commenced implementing a new tax accounting
system. The new tax accounting system is designed to improve the accuracy and timing of the state and
entity level calculations required for financial statement disclosure and detailed analysis of the valuation
allowance.

During the last fiscal quarter of 2004, the Company commenced implementing a new pre-need funeral
trust accounting software system. The implementation has involved changes to our processes, and
accordingly, has required changes to our system of internal controls.

Other than the changes discussed above, there have been no changes in our internal control over
financial reporting that occurred during the last fiscal quarter of 2004 that have materially affected, or are
reasonably likely to materially affect our internal control over financial reporting.

ITEM 9B. OTHER INFORMATION

Not applicable

PART III
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

Certain information regarding executive officers required by this Item is incorporated herein by
reference to the information contained in Part I of this report under the caption “Executive Officers of
Alderwoods Group.” In accordance with General Instruction G(3), the information regarding directors,
committees of the Board, and procedures by which stockholders may recommend nominees to the Board
required by this Item, as well as additional information regarding executive officers and specified
information regarding beneficial owners of more than 10% of any class of the Company’s registered equity
securities required by this Item, is incorporated herein by reference to the information provided under the
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captions “Proposal No. 1 — Election of Directors — Information Regarding Director Nominees”, “The
Board, Committees of the Board and Director Compensation — Corporate Governance,” “The Board,
Committees of the Board and Director Compensation — Determinations Regarding Director
Independence and Audit Committee Financial Expert,” “The Board, Committees of the Board and
Director Compensation — Board and Committee Meetings and Committees of the Board” and
“Section 16(a) Beneficial Ownership Reporting Compliance” of Alderwoods Group’s Proxy Statement to
be filed with the SEC and delivered to stockholders in connection with Alderwoods Group’s annual
meeting of stockholders to be held on April 28, 2005 (the “Proxy Statement™).

The Company has adopted a code of ethics that applies to all employees, including its Chief Executive
Officer (principal executive officer) and Chief Financial Officer (principal financial officer and principal
accounting officer). The Company’s Code of Busines Conduct and Ethics is posted on, and is available,
free of charge through, the Company’s web site (http://www.alderwoods.com) in the Corporate
Governance section of the Investor Relations page. Copies of the code are also available free of charge
upon written request to the Company’s Secretary at 311 Elm Street, Suite 1000, Cincinnati, Ohio
45202-2706.

ITEM 11. EXECUTIVE COMPENSATION

In accordance with General Instruction G(3), the information required by this Item is incorporated
herein by reference to the information provided under the captions “Executive Compensation,”
“Agreements with Named Executive Officers,” “The Board, Committees of the Board and Director
Compensation — Director Compensation” and “Compensation Committee Interlocks and Insider
Participation” of Alderwoods Group, Inc.’s Proxy Statement.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS

In accordance with General Instruction G(3), the information required by this Item is incorporated
herein by reference to the information provided under the captions “Beneficial Ownership of Principal
Shareholders, Directors and Management” and “Equity Compensation Plan Information” of Alderwoods
Group, Inc.’s Proxy Statement.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

In accordance with General Instruction G(3), the information required by this Item is incorporated
herein by reference to the information provided under the caption “Certain Relationships and Related
Transactions” of Alderwoods Group, Inc.’s Proxy Statement.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

In accordance with General Instruction G(3), the information required by this Item is incorporated
herein by reference to the information provided under the caption “Independent Auditor Fees” of
Alderwoods Group, Inc.’s Proxy Statement.
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PART IV
ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES
(a) Documents filed as part of this report:
Financial Statements
Alderwoods Group, Inc., Consolidated Financial Statements
Report of Independent Registered Public Accounting Firm
Consolidated Balance Sheets as of January 1, 2005 and January 3, 2004

Consolidated Statements of Operations for the 52 Weeks Ended January 1, 2005, 53 Weeks
Ended January 3, 2004 and 52 Weeks Ended December 28, 2002

Consolidated Statements of Stockholders’ Equity for the 52 Weeks Ended January 1, 2005,
53 Weeks Ended January 3, 2004 and 52 Weeks Ended December 28, 2002

Consolidated Statements of Cash Flows for the 52 Weeks Ended January 1, 2005, 53 Weeks
Ended January 3, 2004 and 52 Weeks Ended December 28, 2002

Notes to Consolidated Financial Statements

Financial Statement Schedule

Schedule IT — Valuation and Qualifying Accounts
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Exhibits
Exhibit
Number  Description
2.1  Fourth Amended Joint Plan of Reorganization of Loewen Group International, Inc., Its Parent

22

23

2.4

25

2.6

2.7

3.1

32

41

4.2

43

44

Corporation and Certain of Their Debtor Subsidiaries (incorporated by reference to Exhibit 99.1
to the Form 8-K of The Loewen Group Inc., SEC File No. 1-12163, filed September 10, 2001)

Modification to the Fourth Amended Joint Plan of Reorganization of Loewen Group
International, Inc., Its Parent Corporation and Certain of Their Debtor Subsidiaries
(incorporated by reference to Exhibit 2.2 to the Form 8-K of The Loewen Group Inc., SEC File
No. 1-12163, filed December 11, 2001)

Second Madification to the Fourth Amended Joint Plan of Reorganization of Loewen Group
International, Inc., Its Parent Corporation and Certain of Their Debtor Subsidiaries
(incorporated by reference to Exhibit 2.3 to the Form 8-K of The Loewen Group Inc., SEC File
No. 1-12163, filed December 11, 2001)

Order Approving Modification of Fourth Amended Joint Plan of Reorganization of Loewen
Group International, Inc., Its Parent Corporation and Certain of Their Debtor Subsidiaries and
Compromise and Settlement of Claims Filed by Thomas Hardy (incorporated by reference to
Exhibit 2.4 to the Form 8-K of The Loewen Group Inc., SEC File No. 1-12163, filed
December 11, 2001)

Findings of Fact, Conclusions of Law and Order Confirming Fourth Amended Joint Plan of
Reorganization of Loewen Group International, Inc., Its Parent Corporation and Certain of
Their Debtor Subsidiaries, As Modified, dated December 5, 2001 (incorporated by reference to
Exhibit 2.5 to the Form 8-K of The Loewen Group Inc., SEC File No. 1-12163, filed
December 11, 2001)

Final Order dated December 7, 2001 (incorporated by reference to Exhibit 2.6 to the Form 8-K
of The Loewen Group Inc., SEC File No. 1-12163, filed December 11, 2001)

Stock Purchase Agreement dated as of June 17, 2004, by and between Citizens Insurance
Company of America and Mayflower National Life Insurance Company (incorporated by
reference to Exhibit 2.7 to the Form 10-Q of Alderwoods Group, Inc., SEC File No. 000-33277,
filed July 26, 2004)

Certificate of Incorporation of Alderwoods Group, Inc. (incorporated by reference to Exhibit 3.1
to the Form 10-K of Alderwoods Group, Inc., SEC File No. 000-33277, filed March 28, 2002)

Bylaws of Alderwoods Group, Inc. (incorporated by reference to Exhibit 3.2 to the Form 10-K of
Alderwoods Group, Inc., SEC File No. 000-33277, filed March 28, 2002)

Form of Stock Certificate for Common Stock (incorporated by reference to Exhibit 4.1 to the
Form 10-12G/A of Loewen Group International, Inc, SEC File No. 000-33277, filed
December 17, 2001)

Equity Registration Rights Agreement among Alderwoods Group, Inc. and certain holders of
Common Stock. (incorporated by reference to Exhibit 4.2 to the Form 10-K of Alderwoods
Group, Inc., SEC File No. 000-33277, filed March 28, 2002)

Warrant Agreement (incorporated by reference to Exhibit 4.3 to the Form 10-K of Alderwoods
Group, Inc., SEC File No. 000-33277, filed March 28, 2002)

Form of Warrant Certificate (incorporated by reference to Exhibit A to Exhibit 4.3 to the
Form 10-K of Alderwoods Group, Inc., SEC File No. 000-33277, filed on March 28, 2002)
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Exhibit
Number

Description

4.5

4.6

4.7

4.8

49

4.10

4.11

10.1

10.2

10.3

10.4

10.5

10.6

Waiver of Registration Rights dated June 27, 2002, by and between Alderwoods Group, Inc., and
Angelo Gordon & Co. (incorporated by reference to Exhibit 4.6 to the Form 10-Q of Alderwoods
Group, Inc., SEC file No. 000-33277, filed July 24, 2002)

Waiver of Registration Rights dated June 27, 2002, by and between Alderwoods Group, Inc. and
Franklin Mutual Advisors, LLC (incorporated by reference to Exhibit 4.7 to the Form 10-Q of
Alderwoods Group, Inc., SEC File No. 000-33277, filed July 24, 2002)

Waiver of Registration Rights dated June 27, 2002, by and between Alderwoods Group, Inc. and
GSCP Recovery, Inc. and GSC Recovery 11, L.P. (incorporated by reference to Exhibit 4.8 to the
Form 10-Q of Alderwoods Group, Inc., SEC File No. 000-33277, filed July 24, 2002)

Waiver of Registration Rights dated June 27, 2002, by and between Alderwoods Group, Inc. and
Oaktree Capital Management, LLC (incorporated by reference to Exhibit 4.9 to the Form 10-Q
of Alderwoods Group, Inc., SEC File No. 000-33277, filed July 24, 2002)

Indenture governing the 7¥%:% Senior Unsecured Notes due 2012 (incorporated by reference to
Exhibit 4.9 to the Form 10-Q of Alderwoods Group, Inc., SEC File No. 000-33277, filed
November 18, 2004)

Indenture governing the 124% Senior Notes due 2009 (incorporated by reference to Exhibit 10.3
to the Form 10-K of Alderwoods Group, Inc., SEC File No. 000-33277, filed March 28, 2002)

First Supplemental Indenture dated as of August 4, 2004, to the Indenture governing the 12%%
Senior Notes due 2009 (incorporated by reference to Exhibit 4.11 to the Form 10-Q of
Alderwoods Group, Inc., SEC File No. 000-33277, filed November 18, 2004)

Subordinated Bridge Loan Agreement dated January 23, 2004, among Alderwoods Group, Inc.,
Banc of America Bridge LLC, as administrative agent and initial bridge lender and the other
bridge lenders party hereto and Bank of America Securities LLC, as sole lead arranger and sole
book manager (incorporated by reference to Exhibit 10.1 to the Form 10-K of Alderwoods
Group, Inc., SEC File No. 000-33277, filed March 16, 2004)

Credit Agreement dated September 17, 2003, among Alderwoods Group, Inc., Bank of America,
N.A., as administrative agent, swing line lender, L/C Issuer and the other lenders party hereto
(incorporated by reference to Exhibit 10.1 to the Form 10-Q of Alderwoods Group, Inc., SEC
File No. 000-33277, filed November 12, 2003)

Amendment No. 1 dated January 23, 2004, to the Credit Agreement among Alderwoods
Group, Inc., Bank of America, N.A. as administrative agent, swing line lender, L/C Issuer and the
other lenders party hereto (incorporated by reference to Exhibit 10.3 to Form 10-K of
Alderwoods Group, Inc., SEC File No. 000-33277, filed March 16, 2004)

Amendment No. 2 dated August 19, 2004, to the Credit Agreement among Alderwoods
Group, Inc., Bank of America, N.A. as administrative agent, owing line lender, L/C Issuer and
other lenders party hereto (incorporated by reference to Exhibit 10.4 to the Form 10-Q of
Alderwoods Group, Inc., SEC File No. 000-33277, filed November 18, 2004)

Amendment No. 3 dated December 3, 2004, to the Credit Agreement among Alderwoods
Group, Inc., Bank of America, N.A. as administrative agent, owing line lender, L/C Issuer and
other lenders party hereto (incorporated by reference to Exhibit 10.1 to the Form 8-K of
Alderwoods Group, Inc., SEC File No. 000-33277, filed December 8, 2004)

Amendment No. 4 dated March 18, 2005, to the Credit Agreement among Alderwoods
Group, Inc., Bank of America, N.A. as administrative agent, owing line lender, L/C Issuer and
other lenders party hereto (incorporated by reference to Exhibit 10.1 to the Form 8-K of
Alderwoods Group, Inc., SEC File No. 000-33277, filed March 24, 2005)
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Exhibit
Number

Description

*10.7

*10.8

*10.9

*10.10

*10.11

*10.12

*10.13

*10.14

*10.15

*10.16

*10.17

*10.18

*10.19

21.1

23.1
241

Employment Agreement dated January 2, 2004, by and between Alderwoods Group, Inc. and
Kenneth A. Sloan (incorporated by reference to Exhibit 10.6 to Form 10-K of Alderwoods
Group, Inc., SEC File No. 000-33277, filed March 16, 2004)

Employment Agreement dated January 23, 2003, by and between Alderwoods Group, Inc. and
Ellen Neeman (incorporated by reference to Exhibit 10.7 to Form 10-K of Alderwoods
Group, Inc., SEC File No. 000-33277, filed March 16, 2004)

Employment Agreement dated January 23, 2003, by and between Alderwoods Group, Inc. and
Cameron R.W. Duff (incorporated by reference to Exhibit 10.8 to Form 10-K of Alderwoods
Group, Inc., SEC File No. 000-33277, filed March 16, 2004)

Employment Agreement dated January 2, 2004, by and between Alderwoods Group, Inc. and
Ross S. Caradonna (incorporated by reference to Exhibit 10.9 to Form 10-K of Alderwoods
Group, Inc., SEC File No. 000-33277, filed March 16, 2004)

Employment Agreement dated January 23, 2003, by and between Alderwoods Group, Inc. and
Richard J. Scully (incorporated by reference to Exhibit 10.35 to Form 10-Q of Alderwoods
Group, Inc., SEC File No. 000-33277, filed May 1, 2003)

Amended and Restated Employment Agreement dated May 1, 2003, by and between Alderwoods
Group, Inc. and John S. Lacey (incorporated by reference to Exhibit 10.36 to Form 10-Q of
Alderwoods Group, Inc., SEC File No. 000-33277, filed July 24, 2003)

Amendment No. 1 dated March 16, 2004, to the Amended and Restated Employment
Agreement dated May 1, 2003, by and between Alderwoods Group, Inc. and John S. Lacey
(incorporated by reference to Exhibit 10.12 to Form 10-Q of Alderwoods Group, Inc., SEC File
No. 000-33277, filed May 10, 2004)

Amended and Restated Employment Agreement dated May 1, 2003, by and between Alderwoods
Group, Inc. and Paul A. Houston (incorporated by reference to Exhibit 10.37 to Form 10-Q of
Alderwoods Group, Inc., SEC File No. 000-33277, filed July 24, 2003)

Employment Agreement dated September 13, 2004, by and between Alderwoods Group, Inc. and
Aaron Shipper**

Alderwoods Group, Inc. 2002 Equity Incentive Plan (incorporated by reference to Exhibit 10.27
to the Form 10-K of Alderwoods Group, Inc., SEC File No. 000-33277, filed March 28, 2002)
Director Compensation Plan (incorporated by reference to Exhibit 10.28 to the Form 10-K of
Alderwoods Group, Inc., SEC File No. 000-33277, filed March 28, 2002)

Alderwoods Group Canada Inc. 2003-2005 Executive Strategic Incentive Plan (incorporated by
reference to Exhibit 10.40 to Form 10-Q of Alderwoods Group, Inc., SEC File No. 000-33277,
filed July 24, 2003)

Alderwoods Support Function Annual Incentive Plan**

Subsidiaries of Alderwoods Group, Inc.**

Consent of KPMG LLP**

Powers of Attorney for Messrs. Houston, Sloan, Campbell, Eames, Elson, Hilty, Lacey, Ried! and
Snow and Ms. Kirtley (included on the signature page hereto)
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Exhibit
Number  Description

31.1  Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of
2002%**

31.2  Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of
2002

32.1  Certifications of Chief Executive Officer and Chief Financial Officer pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002**

*  Indicates management contract or compensatory plan or arrangement.
**  Filed herewith.
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SCHEDULE II — YALUATION AND QUALIFYING ACCOUNTS

ALDERWOODS GROUP, INC.

Description

Allowance for doubtful trade accounts
52 weeks ended
January 1, 2005
53 weeks ended
January 3, 2004
52 weeks ended
December 28, 2002

Allowance for pre-need funeral
contract cancellations and refunds
52 weeks ended
January 1, 2005
53 weeks ended
January 3, 2004
52 weeks ended
December 28, 20023

Allowance for pre-need cemetery
contract cancellations and refunds
52 weeks ended
January 1, 2005
53 weeks ended
January 3, 2004
52 weeks ended
December 28, 2002

Allowance for doubtful non-trade
receivables

52 weeks ended
January 1, 2005

53 weeks ended
January 3, 2004

52 weeks ended
December 28, 20023

1

January 1, 2005
(in thousands of dollars)

Balance at  Charged to
beginning of costs and Charged to Balance at end
period expenses other accounts Deductions® of period
$9912  $5308 $ (L,402)D  $ (1,789)  $12,029
$ 9038 $6533 $ (209D §(3561) $ 9912
$24,096 $ 5136  $ (1,355))  $(18,839)  $ 9,038
$28,709  $ 1,587 § (8,623)®  § (4,410)  $17,263
$35,626  $ 1,088 § (4,001)®  § (4,004)  $28,709
$40,000 $ 1,211®  § (2,642)® $ (3,033) $35,626
$18348  $ 52000 $ (3290  § (5946)  $17,273
$22,838 $ 7,4804 $ (6,047)D  $ (5923)  $18,348
$22,937  $10,860®  $(10,995)® $ 36 22,838
$38,277 % 1,978 $ (2,607)® $ (1,569) $36,079
$55,600 $ 1,521  $(15304)®  § (3,540)  $38,277
$55270  $2326 $ @ — $ (1,996)  $55,600

for and are recorded as a benefit in the consolidated statements of operations.

@)
®)

4)

operations.

Uncollected receivables written off, net of recoveries.
The balance at the beginning of the period has been adjusted for the reclassification of discontinued

sales is offset by provisions against deferred revenue.

®)

trusts upon consolidation of these trusts, as a result of the adoption of FIN No. 46R.

(6)

Relates primarily to tax refunds received for previous years.
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Substantially all amounts reflect collection or reassessment of collectibility of items previousty allowed

All or a portion of the provision or reduction in allowance applied to pre-need funeral and cemetery

The adjustment is primarily due to the elimination of allowances for amounts receivable from funeral



SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this Report to be signed on its behalf by the undersigned, thereunto duly
authorized.

ALDERWOODS GROUP, INC.

By: /s/ PAUL A. HOUSTON

Paul A. Houston
Dated: March 28, 2005 President and Chief Executive Officer

POWER OF ATTORNEY

Each person whose signature appears below hereby appoints Paul A. Houston and Kenneth A. Sloan,
and each of them severally, acting alone and without the other, his true and lawful attorney-in-fact with
authority to execute in the name of each such person, and to file with the Securities and Exchange
Commission, together with any exhibits thereto and other documents therewith, any and all amendments
to this report necessary or advisable to enable the registrant to comply with the Securities Exchange Act of
1934, and any rules, regulations and requirements of the Securities and Exchange Commission in respect
thereof, which amendments may make such changes in this report as the aforesaid attorney-in-fact deems
appropriate.

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed
below by the following persons on behalf of the registrant and in the capacities and on the dates indicated.

President, Chief Executive

/s/ PAUL A. HOUSTON ; ]
Officer and Director 1y . March 28, 2005
Paul A. Houston (Principal Executive
Officer)

Executive Vice President,
Chief Financial Officer
(Principal Financial Dated: March 28, 2005
Kenneth A. Sloan Officer and Principal
Accounting Officer)

/s/ KENNETH A. SLOAN

/s/ LLoYyD E. CAMPBELL

Director Dated: March 28, 2005
Lioyd E. Campbell
/s/ ANTHONY G. EAMES )
Director Dated: March 28, 2005
Anthony G. Eames
/s/ CHARLES M. ELSON )
Director Dated: March 28, 2005

Charles M. Elson
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/s/ DAVID R, HILTY

) Director Dated: March 28, 2005
David R. Hilty

/s/ OLIVIA KIRTLEY

— Director Dated: March 28, 2005
Olivia Kirtley

/s/ JOHN S. LACEY

Chairman of the Board Dated: March 28, 2005
John S. Lacey

/s/ WILLIAM R. RIEDL

— Director Dated: March 28, 2005
William R. Riedl

/s/ W. MACDONALD SNoOw, JR.

Director Dated: March 28, 2005
W. MacDonald Snow, Jr.
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Exhibit
Number

INDEX TO EXHIBITS

Description

2.1

22

2.3

2.4

2.5

2.6

2.7

3.1

32

4.1

4.2

43

44

Fourth Amended Joint Plan of Reorganization of Loewen Group International, Inc., Its Parent
Corporation and Certain of Their Debtor Subsidiaries (incorporated by reference to Exhibit 99.1
to the Form 8-K of The Loewen Group Inc., SEC File No. 1-12163, filed September 10, 2001)

Modification to the Fourth Amended Joint Plan of Reorganization of Loewen Group
International, Inc., Its Parent Corporation and Certain of Their Debtor Subsidiaries
(incorporated by reference to Exhibit 2.2 to the Form 8-K of The Loewen Group Inc., SEC File
No. 1-12163, filed December 11, 2001)

Second Modification to the Fourth Amended Joint Plan of Reorganization of Loewen Group
International, Inc., Its Parent Corporation and Certain of Their Debtor Subsidiaries
(incorporated by reference to Exhibit 2.3 to the Form 8-K of The Loewen Group Inc., SEC File
No. 1-12163, filed December 11, 2001)

Order Approving Modification of Fourth Amended Joint Plan of Reorganization of Loewen
Group International, Inc., Its Parent Corporation and Certain of Their Debtor Subsidiaries and
Compromise and Settlement of Claims Filed by Thomas Hardy (incorporated by reference to
Exhibit 2.4 to the Form 8-K of The Loewen Group Inc., SEC File No. 1-12163, filed
December 11, 2001)

Findings of Fact, Conclusions of Law and Order Confirming Fourth Amended Joint Plan of
Reorganization of Loewen Group International, Inc., Its Parent Corporation and Certain of
Their Debtor Subsidiaries, As Modified, dated December 5, 2001 (incorporated by reference to
Exhibit 2.5 to the Form 8K of The Loewen Group Inc., SEC File No. 1-12163, filed
December 11, 2001)

Final Order dated December 7, 2001 (incorporated by reference to Exhibit 2.6 to the Form 8-K
of The Loewen Group Inc., SEC File No. 1-12163, filed December 11, 2001)

Stock Purchase Agreement dated as of June 17, 2004, by and between Citizens Insurance
Company of America and Mayflower National Life Insurance Company (incorporated by
reference to Exhibit 2.7 to the Form 10-Q of Alderwoods Group, Inc., SEC File No. 000-33277,
filed July 26, 2004)

Certificate of Incorporation of Alderwoods Group, Inc. (incorporated by reference to Exhibit 3.1
to the Form 10-K of Alderwoods Group, Inc., SEC File No. 000-33277, filed March 28, 2002)

Bylaws of Alderwoods Group, Inc. (incorporated by reference to Exhibit 3.2 to the Form 10-K of
Alderwoods Group, Inc., SEC File No. 000-33277, filed March 28, 2002)

Form of Stock Certificate for Common Stock (incorporated by reference to Exhibit 4.1 to the
Form 10-12G/A of Loewen Group International, Inc., SEC File No. 000-33277, filed
December 17, 2001)

Equity Registration Rights Agreement among Alderwoods Group, Inc. and certain holders of
Common Stock. (incorporated by reference to Exhibit 4.2 to the Form 10-K of Alderwoods
Group, Inc., SEC File No. 000-33277, filed March 28, 2002)

Warrant Agreement (incorporated by reference to Exhibit 4.3 to the Form 10-K of Alderwoods
Group, Inc., SEC File No. 000-33277, filed March 28, 2002)

Form of Warrant Certificate (incorporated by reference to Exhibit A to Exhibit 4.3 to the
Form 10-K of Alderwoods Group, Inc., SEC File No. 000-33277, filed on March 28, 2002)
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Exhibit
Number

Description

4.5

4.6

4.7

4.8

49

4.10

4.11

10.1

10.2

10.3

10.4

10.5

10.6

Waiver of Registration Rights dated June 27, 2002, by and between Alderwoods Group, Inc., and
Angelo Gordon & Co. (incorporated by reference to Exhibit 4.6 to the Form 10-Q of Alderwoods
Group, Inc., SEC file No. 000-33277, filed July 24, 2002)

Waiver of Registration Rights dated June 27, 2002, by and between Alderwoods Group, Inc. and
Franklin Mutual Advisors, LLC (incorporated by reference to Exhibit 4.7 to the Form 10-Q of
Alderwoods Group, Inc., SEC File No. 000-33277, filed July 24, 2002)

Waiver of Registration Rights dated June 27, 2002, by and between Alderwoods Group, Inc. and
GSCP Recovery, Inc. and GSC Recovery 11, L.P. (incorporated by reference to Exhibit 4.8 to the
Form 10-Q of Alderwoods Group, Inc., SEC File No. 000-33277, filed July 24, 2002)

Waiver of Registration Rights dated June 27, 2002, by and between Alderwoods Group, Inc. and
Oaktree Capital Management, LLC (incorporated by reference to Exhibit 4.9 to the Form 10-Q
of Alderwoods Group, Inc., SEC File No. 000-33277, filed July 24, 2002))

Indenture governing the 7%% Senior Unsecured Notes due 2012 (incorporated by reference to
Exhibit 49 to the Form 10-Q of Alderwoods Group, Inc., SEC File No. 000-33277, filed
November 18, 2004)

Indenture governing the 12:% Senior Notes due 2009 (incorporated by reference to Exhibit 10.3
to the Form 10-K of Alderwoods Group, Inc., SEC File No. 000-33277, filed March 28, 2002)

First Supplemental Indenture dated as of August 4, 2004, to the Indenture governing the 12%%
Senior Notes due 2009 (incorporated by reference to Exhibit 4.11 to the Form 10-Q of
Alderwoods Group, Inc., SEC File No. 000-33277, filed November 18, 2004)

Subordinated Bridge Loan Agreement dated January 23, 2004, among Alderwoods Group, Inc.,
Banc of America Bridge LLC, as administrative agent and initial bridge lender and the other
bridge lenders party hereto and Bank of America Securities LLC, as sole lead arranger and sole
book manager (incorporated by reference to Exhibit 10.1 to the Form 10-K of Alderwoods
Group, Inc., SEC File No. 000-33277, filed March 16, 2004)

Credit Agreement dated September 17, 2003, among Alderwoods Group, Inc., Bank of America,
N.A., as administrative agent, swing line lender, L/C Issuer and the other lenders party hereto
(incorporated by reference to Exhibit 10.1 to the Form 10-Q of Alderwoods Group, Inc., SEC
File No. 000-33277, filed November 12, 2003)

Amendment No. 1 dated January 23, 2004, to the Credit Agreement among Alderwoods
Group, Inc., Bank of America, N.A. as administrative agent, swing line lender, L/C Issuer and the
other lenders party hereto (incorporated by reference to Exhibit 10.3 to Form 10-K of
Alderwoods Group, Inc., SEC File No. 000-33277, filed March 16, 2004)

Amendment No. 2 dated August 19, 2004, to the Credit Agreement among Alderwoods
Group, Inc., Bank of America, N.A. as administrative agent, owing line lender, L/C Issuer and
other lenders party hereto (incorporated by reference to Exhibit 10.4 to the Form 10-Q of
Alderwoods Group, Inc., SEC File No. 000-33277, filed November 18, 2004)

Amendment No. 3 dated December 3, 2004, to the Credit Agreement among Alderwoods
Group, Inc., Bank of America, N.A. as administrative agent, owing line lender, L/C Issuer and
other lenders party hereto (incorporated by reference to Exhibit 10.1 to the Form 8-K of
Alderwoods Group, Inc., SEC File No. 000-33277, filed December 8, 2004)

Amendment No. 4 dated March 18, 2005, to the Credit Agreement among Alderwoods
Group, Inc., Bank of America, N.A. as administrative agent, owing line lender, L/C Issuer and
other lenders party hereto (incorporated by reference to Exhibit 10.1 to the Form 8-K of
Alderwoods Group, Inc., SEC File No. 000-33277, filed March 24, 2005)
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Number
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10.7

10.8

10.9

10.10

10.11

10.12

10.13

10.14

10.15

10.16

10.17

10.18

10.19

21.1

231
241

311

31.2

321

Employment Agreement dated January 2, 2004, by and between Alderwoods Group, Inc. and
Kennieth A. Sloan (incorporated by reference to Exhibit 10.6 to Form 10-K of Alderwoods
Group, Inc., SEC File No. 000-33277, filed March 16, 2004)

Employment Agreement dated January 23, 2003, by and between Alderwoods Group, Inc. and
Ellen Neeman (incorporated by reference to Exhibit 10.7 to Form 10-K of Alderwoods
Group, Inc., SEC File No. 000-33277, filed March 16, 2004)

Employment Agreement dated January 23, 2003, by and between Alderwoods Group, Inc. and
Cameron R.W. Duff (incorporated by reference to Exhibit 10.8 to Form 10-K of Alderwoods
Group, Inc., SEC File No. 000-33277, filed March 16, 2004)

Employment Agreement dated January 2, 2004, by and between Alderwoods Group, Inc. and
Ross S. Caradonna (incorporated by reference to Exhibit 10.9 to Form 10-K of Alderwoods
Group, Inc., SEC File No. 000-33277, filed March 16, 2004)

Employment Agreement dated January 23, 2003, by and between Alderwoods Group, Inc. and
Richard J. Scully (incorporated by reference to Exhibit 10.35 to Form 10-Q of Alderwoods
Group, Inc., SEC File No. 000-33277, filed May 1, 2003)

Amended and Restated Employment Agreement dated May 1, 2003, by and between Alderwoods
Group, Inc. and John S. Lacey (incorporated by reference to Exhibit 10.36 to Form 10-Q of
Alderwoods Group, Inc., SEC File No. 000-33277, filed July 24, 2003)

Amendment No. 1 dated March 16, 2004, to the Amended and Restated Employment
Agreement dated May 1, 2003, by and between Alderwoods Group, Inc. and John S. Lacey
(incorporated by reference to Exhibit 10.12 to Form 10-Q of Alderwoods Group, Inc., SEC File
No. 000-33277, filed May 10, 2004)

Amended and Restated Employment Agreement dated May 1, 2003, by and between Alderwoods
Group, Inc. and Paul A. Houston (incorporated by reference to Exhibit 10.37 to Form 10-Q of
Alderwoods Group, Inc., SEC File No. 000-33277, filed July 24, 2003)

Employment Agreement dated September 13, 2004, by and between Alderwoods Group, Inc. and
Aaron Shipper

Alderwoods Group, Inc. 2002 Equity Incentive Plan (incorporated by reference to Exhibit 10.27
to the Form 10-K of Alderwoods Group, Inc., SEC File No. 000-33277, filed March 28, 2002)
Director Compensation Plan (incorporated by reference to Exhibit 10.28 to the Form 10-K of
Alderwoods Group, Inc., SEC File No. 000-33277, filed March 28, 2002)

Alderwoods Group Canada Inc. 2003-2005 Executive Strategic Incentive Plan (incorporated by
reference to Exhibit 10.40 to Form 10-Q of Alderwoods Group, Inc., SEC File No. 000-33277,
filed July 24, 2003)

Alderwoods Support Function Annual Incentive Plan
Subsidiaries of Alderwoods Group, Inc.
Consent of KPMG LLP

Powers of Attorney for Messrs. Houston, Sloan, Campbell, Eames, Elson, Hilty, Lacey, Riedl and
Snow and Ms. Kirtley (included on the signature page hereto)

Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of
2002

Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of
2002

Certifications of Chief Executive Officer and Chief Financial Officer pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002
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OUR VISION

Using imagination and leadership to exceed customer expectations.

OUR MISSION
We will create value for families, employees and shareholders
by being the superior provider of seamless funeral service.

We will attract outstanding people and nurture their development.

We will be the leader in the communities where we operate.

OUR VALUES
INTEGRITY ~ TEAMWORK ~ COMMUNICATION ~ COMPASSION ~ CREATIVITY

FOR CAREER OPPORTUNITIES, PLEASE VISIT OUR WEBSITE AT
WWW.ALDERWOODS.COM/CAREERS

ALDERWOODS®

GROUP




